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FOREWORD 


There has been a critical need for a general reappraisal of the policies 
established by the Merchant Marine Act, 1936, as amended, for the 
purpose of determining their effectiveness in meeting present-day 
maritime problems. As the executive establishment responsible for 
the administration of the Government’s maritime policies, it was ap- 
propriate that this evaluation be undertaken by the Department of 
Commerce and its Maritime Administration. This report presents a 
comprehensive review of maritime-subsidy policy in light of our na- 
tional defense and economic needs for a merchant marine and ship- 
building industry—the first such comprehensive review by the 
executive branch of the Government since the 1936 enactment. 

Requirements for an American merchant marine were projected on 
the basis of the best evidence now available. For the first time, defini- 
tive information outlining the national-defense needs both under 
mobilization and peacetime conditions were available through the 
cooperative efforts of the Departments of Commerce and Defense. 
An acceptance of planned national-defense requirements underlies the 
conclusions and recommendations of the report. The recommenda- 
tions encompass proposals for legislative changes and administrative 
improvements. 

Although the report reviews all major aspects of current maritime 
policies, it does not attempt to suggest solutions for all related prob- 
lems. However, issues which require a more intensive and detailed 
examination than possible within the scope of this study are brought 
into focus. 

The study was conducted under the general supervision of Charles 
L. Dearing, Deputy Under Secretary of Commerce for Transportation 
and reviewed by Louis B. Rothschild, Maritime Administrator. The 
report was prepared by a joint working committee representing the 
Office of the Under Secretary of Commerce for Transportation and the 
Maritime Administration under the direction of Donald C. Leavens of 
my immediate staff, who was directly responsible for its completion. 
Other members of the committee were Hobart S. Perry and James L. 
Pimper of the Maritime Administration and Robert G. Rhodes, Office 
of the Under Secretary for Transportation. Valuable assistance was 
provided throughout the course of the study by other staff members 
of the Maritime Administration. 

Ropert B. Murray, Jr., 
Under Secretary of Commerce for Transportation. 
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LETTER OF TRANSMITTAL 





THe Unper SEcRETARY OF COMMERCE 
FOR TRANSFORTATION, 
Washington, May 3, 1954. 
Hon. Toor C. ToLuerson, 
Acting Chairman, Committee on Merchant Marine and Fisheries, 
Flouse of Representatives, Washington, D. C. 

Dear Mr. CuatrMan: I have the honor to transmit to the Com- 
mittee on Merchant Marine and Fisheries, House of Represent: atives, 
a copy of a report entitled “Maritime Subsidy Policy” prepared by 
the Office of the Under Secretary of Commerce for Transportation and 
the Maritime Administration. A copy of the report has been trans- 
mitted to the President and copies are being made available to the 
Water Transportation Subcommittee, Committee on Interstate and 
Foreign Commerce, United States Senate, and to ether interested 
Government agencies. 

The report presents a comprehensive review of our maritime subsidy 
policy in light of national defense and economic needs for a merchant- 
marine and shipbuilding industry. Prior to this time, the executive 
branch had not undertaken a thorough examination of the maritime 
policies established by the Merchant Marine Act, 1936, as amended. 
In view of the Department’s overall responsibility in the transporta- 
tion field, we considered it essential that the Department and its 
Maritime Administration undertake this review of national maritime 
polic, vy. 

The report’s conclusions and recommendations are based upon a 
careful consideration of our overall merchant-marine requirements. 
While they rest primarily on an acceptance of current national-defense 
planning, they recognize as well the fundamental importance of meet- 
ing these requirements through maximum utilization of private 
resources. The extent to which the Government should implement the 
programs suggested in the report will require, of course, careful 
consideration of their importance relative to other natindakdelone 
programs. 

No attempt was made to suggest solutions for all problems relating 
to our merchant marine. Those, however, woich require more inten- 
sive and detailed study than was possible within the scope of this 
report are brought into sharp focus. 

You will understand, of course, that with the presentation to the 
Water Transportation Subcommittee, Interstate and Foreign Com- 
merce Committee, United States Senate, being scheduled so soon after 
the completion of the final draft of the report, time would not allow for 
appropriate consultation on the report with other interested Govern- 
ment agencies. 

We will be glad to provide any additional information regarding the 
report that the committee may desire. 

Sincerely yours, 
Rosert B. Murray, Jr. 
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MARITIME SUBSIDY POLICY 


I. SHips AND SuHip REQUIREMENTS 
A. SHIPPING AVAILABLE TO THE UNITED STATES 


1. Size and characteristics of the United States merchant fleet 

The merchant fleet of the United States includes a wide variety of 
vessel types. It is owned in part by private operators and in part by 
the Government. It includes a large number of ships which are being 
operated and many ships which have been placed in a national defense 
reserve for emergency purposes. Many vessels of the active fleet are 
being operated on a commercial basis, a substantial number of which 
depend entirely upon Government cargo. The active fleet operates on 
all the major trade routes of the world and various types of vessels 
are employed according to the requirements of these routes. 

Appendix tables 1 and 2 present a summary of the salient character- 
istics of the United States merchant fleet—ownership, major types, 
area of operations, activity status, private or governmental operation. 
Only the more important characteristics will be discussed. 

Excluding vessels of special types and those under 1,000 tons gross, 
the United States merchant fleet on December 31, 1952, comprised 
3,462 ships of 37,373,000 deadweight tons.' However, 1,264 ships or 
only about 37 percent were privately owned. The remainder, num- 
bering 2,198 ships of 22,059,000 tons deadweight, was owned by the 
Government. Most of the Government-owned ships were inactive. 
Only 309 Government ships were in active operation, of which 33 
ships (including 1 large passenger ship temporarily laid up for repair) 
were operated commercially by private operators while the remainder, 
constituting 277 vessels, was operated for Government account. Of 
these 169 were operated by the Department of Defense and 108 had 
been withdrawn temporarily from the reserve fleet for operation under 
general agency agreements. 

The United States active fleet was not as large as the reserve fleet 
Of the 3,462 ships in both fleets, only 1,521, or 44 percent, were in 
active operation. The remainder, which constituted 1,941 ships, or 
56 percent of the total, were inactive and all but 64 of these vessels 
were laid up on a permanent basis in the Maritime Administration 
reserve fleet. The other 64 ships, classed as temporarily inactive, 
had remained in port for at least 2 weeks undergoing repairs or waiting 
for cargo, or were ships which belonged to the Maritime Administra- 
tion and were being prepared for lay-up. 


pete 

! The text analysis of the employment of the United States-flag merchant fleet is based principally upon 
numbers of ships in order to simplify the presentation of the subject. Deadweight tonnage will be given 
occasionally but the reader is advised to consult appendix table 2 for complete information on the carrying 
capacity of the fleet in terms of such data. All ship and cargo data are presented as of December 31, 195?, 
in order to correspond with the most recent mobilization data prepared by the Department of Defense, 
to make use of readily available Maritime Administration statistics, and to minimize differences in ship 
and cargo data due to seasonal influences. 
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A very substantial portion of the active fleet was being operated ona 
commercial basis. Of the 1,521 active ships, 75 percent, or 1,144, were 
being operated commercially while the remaining 377 ships were per- 
forming transportation services for the United States Government 
Of these operating for the Government, 100 ships were privately 
owned, operating under time charter to the Military Sea Transporta- 
tion Service, and 108 were Government-owned ships operating under 
general agency agreements by private shipping companies 

Most of the active fleet Was engaged in foreign trade services. All 
of the 377 ships engaged in United States Government transportation 
services were so employed, as were 666 ships which were operated 
commercially. Altogether, 1,043 vessels or about 68 percent of the 
active fleet were engaged in the foreign trade. The remainder, com- 
prising 478 ships, was engaged in the 3 major domestic oceangoing 
trades, of which 356 ships (mostly tankers), or 75 percent of the total, 
were emploved in the continental coastwise trade 

As for composition, the active merchant fleet consists principally of 
freight-carryving vessels. In this category were 927 dry-cargo freight- 
ers and 489 tank ships, mostly oil-carcving tankers, making up about 
93 percent of the fleet. The passenger-carrving vessels numbered only 
105 ships, or about 7 percent of the total. Excluding vessels engaged 
in United States Government operations, there were 1,144 vessels in 
active operation with the following breakdown: 676 dry-cargo freight- 
ers, 424 tankers, and only 44 passenger-carrving vessels 

Most of the dry-cargo freighters were engaged in foreign trade. 
Five hundred and six dry-cargo ships out of a total of 676 were operated 
in those trades. On the other hand, tankers predominated in the 
United States continental coastwise trade as 308 of these ships out of 
a total of 424 were operated in that trade. With the exception of 3 
vessels, the 44 actively operated passenger vessels were operated in 
the foreign trade 


2, lnited States merchant sh ip ¢ mployme nt 


On December 31, 1952, 492 privately owned and operated United 
States-flag dry-cargo vessels were engaged in foreign trade. ‘These 
were divided almost equally between the subsidized and nonsubsidized 
operators. The subsidized operators emploved 246 * dry-cargo ves- 
sels of about 2.6 million deadweight tons, and an equal number of 
about the same tonnage by the nonsubsidized carriers. In addition 
there were 100 privately owned vessels operated by the Military Sea 
Transportation Service of which 11 were owned by subsidized com- 
panies and 89 by nonsubsidized companies. However, the difference 
in quality of these vessels is noteworthy. Of the 11 vessels owned by 
subsidized lines (all of which were off subsidy upon their charter to 
MSTS), 9 were of the desirable C-3 and C-2 types and the remaining 
2 were Victorys. In contrast, about four-fifths, or 74, of 89 vessels 
owned by the nonsubsidized lines were slow-speed Libertys; only 8 
vessels were C types and an additional 8 were Victorys. 

Appendix table 3 shows a breakdown of the employment in the 
foreign trade by areas of United States-flag dry-cargo ships owned 


2 In this discussion and the accompanying tabulations, the fleets of Pacifie Far East Line, Inc., and Pacific 
l'ransport Lines, Ine., which began subsidized operations on January 1, 1953, are included with the subsi- 
lized carriers as of December 31, 1952. These fleets comprise 12 vessels of 135,000 deadweight tons in trade 
with the Orient and Far East and 1 vessel of 11,000 deadweight tons in trade between the United States 
Pacific coast and the Medit neal Included are 17 vessels owned by subsidized carriers operating in 
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by the subsidized and nonsubsidized carriers. Not only do most of 
the subsidized vessels operate in the overseas foreign trade, but the 
majority of vessels owned by nonsubsidized operators are emploved 
in these trades as well. However, the subsidized vessels are em- 
ploved more evenly among the several trade areas than are the 
nonsubsidized ships. The subsidized operators employed vessels in 
every major area, while nonsubsidized vessels did not serve such 
important areas as the Baltic, East and South Africa, Australia, and 
the east coast of South America. 

The largest concentration of vessels in any single area was in the 
Orient and Far East where nonsubsidized carriers had 81 freighters 
of 896,000 deadweight tons as compared with 52 freighters of 584,000 
deadweight tons for the subsidized carriers. Both groups of operators 
had about the same number of vessels employed in trade between the 
United Kingdom and Atlantic Europe and the United States. In 
the South American trade subsidized operators predominated with 
40 freighters of 426,000 deadweight tons contrasted with 14 vessels 
of 282,000 deadweight tons for the nonsubsidized carriers 

Most of the United States-flag passenger-carrying vessels engaged 
in foreign trade are owned by subsidized operators. Included are 
such large passenger vessels as the United States, America, Constitu- 
tion, and Independence. Of the 34 United States-flag privately owned 
passenger-carrving vessels engaged in foreign trade, the nonsubsi- 
dized carriers owned only 8, all of which were emploved in the nearby 
Caribbean trades. The subsidized operators owned 26 such vessels. 
Of these, 21 were emploved in overseas foreign trades: 10 in the trans- 
atlantic trade, 9 in trade with South America, and 2 in the round- 
the-world service. In addition, 4 Government-owned passenger- 
carrving vessels were operated in the foreign trades by subsidized 
lines, 3 in the east coast of South America trade, and 1 in the trans- 
pacific trade. One other vessel ordinarily in this latter trade was 
under repair. (See appendix table 4. 

All of the 272 dry-cargo and passenger-carrying vessels owned by 
the subsidized carriers and employed by them in the foreign trade 
of the United States were in liner service as of December 31, 1952. 
(See appendix tables 3 and 4.) About two-thirds, or 165 of the 254 
dry-cargo and passenger-carrving vessels owned by the nonsubsidized 
carriers and employed in foreign trade, were in liner service as of the 
same date. (See appendix table 5.) The remaining vessels engaged 
in foreign trade were divided almost equally between industrial and 
irregular services. 

Almost all nonsubsidized vessels in liner service were employed in 
overseas foreign trade. The majority of these vessels in turn were 
divided almost equally between the transatlantic and transpacific 
services with 66 vessels of 716,000 dead-weight tons in the trans- 
atlantic service and 67 vessels of 747,000 dead-weight tons in the 
transpacific service. All eight of the nonsubsidized passenger- 
carrying vessels were employed in liner service in the nearby Caribbean 
trades. 

Of the 89 vessels not in liner service, 47 were in irregular and 42 in 
industrial service. In the irreguler service 45 of the 47 vessels were 
in the overseas foreign trade. The majority of these were in the 
transatlantic service mainly with Atlantic Europe, the United King- 
dom, and the Mediterranean. 
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In contrast to the liner and irregular services, industrial carriers 
were concentrated more heavily in the nearby foreign trades. Of 
the 42 vessels in industrial service, 29 were employed in the nearby 
foreign trade. 


> 


a Lvailability of fore ign-flag sh ips 

Foreign-flag water transport capacity as of December 31, 1952, 
comprised 10,662 ships of 78,770,000 tons dead weight. Only a 
small percentage of this vessel tonnage can be depended upon to be 
available to the United States in the event of a national emergency. 
These vessels are registered under the laws of sovereign powers which 
may wish to control their respective merchant fleets during any major 
international emergency situation. Furthermore, about 600 ships of 
about 3,285,000 dead-weight tons are under the control of Iron Curtain 
countries. (Includes 83 ships of 785,000 dead-weight tons transferred 
to U.S. S. R. under United States lend-lease agreement.) Therefore, 
sound logic dictates that any estimate of the number of foreign-flag 
merchant ships which will be available to the United States in the 
event of a serious international emergency must be a conservative 
one. Only the foreign-flag vessels owned by United States citizens 
and their affiliates and registered under the laws of Panama, Honduras, 
Venezuela, and Liberia are considered as available to the United 
States Government in case of national emergency. As a consequence, 
United States shipping resources may be augmented by 137 tankers 
of 2,728,000 tons dead weight and 45 dry-cargo ships of 321,800 tons 
dead weight. The availability of other United States-citizen-con- 
trolled foreign-flag vessels is extremely doubtful. 

Until North Atlantic Treaty Organization (NATO) planning pro- 
cresses further, it is not possible to determine the extent to which 
Allied shipping will be available to meet United States requirements 
Therefore, it is not possible at this time to conclude that any such 
tonnage is available to meet United States requirements. 

Total sh ipping available 

The problem of determining the quantity of available water trans- 
portation capacity in time of serious national emergency should be 
approached on a conservative basis. The element of chance should 
never be permitted to enter into any calculations regarding require- 
ments and availabilities. It is true that during World War ITI the 
United Kingdom obtained subsiantial quantities of ship tonnage from 
continental Kuropean sources, but much of it was obtained after those 
continental countries had been invaded Nevertheless, the United 
Kingdom needed most of the tonnage which it controlled for its own 
uses. The small number of foreign-flag ships which the United 
states obtained in World War Il was more than offset by the ships 
which we were required to lend-lease or charter to our allies. 

It appears, therefore, that during a major international military 
conflict the United States must depend primarily upon its merchant 
flag fleet and ships controlled by citizens of the United States 
and registered under the laws of Panama, Liberia, Venezuela. and 
Honduras 


{ 785,000 deadr 
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In summary, vessels considered available to the United States as 
of December 31, 1952, are as follows: 


Total Freighter lanker Passenger-carrying 
Fla ar 
Num- Dead-weight) Num- Deadeweight), Num- Dead-weight; Num- | Dead-weight 
ber tons ber tons ber ton ber tons 
Total 3, 644 40, 423, 000 2 677 | 27.519. 000 657 10. 479. 000 310 2. 407, 000 
United States 3,462 | 37,373, 000 2.632 | 27.197. 000 20 7, 769, 000 10 2, 407, 000 
Foreign 182 3, 050, 000 $ $22, 000 137 2, 728, 000 me 


For the purposes of this report, the 1,264 merchant ships owned by 
private operators and the 33 Government-owned vessels chartered by 
private operators—a total of 1,297—-were considered as the active 
United States-flag commercial fleet 


B. COMMERCIAL SHIPPING REQUIREMENTS 


1. Volume of foreign trade 

In order to visualize the overall volume of United States foreign 
trade, data have been developed for the prewar years 1937-38, and 
for the postwar years 1948-52. These data, presented in appendix 
tables 6 and 7, emphasize the impracticability of selecting any single 
vear or other period as a norm upon which to predicate commercial 
fleet requirements. For example, exports during the postwar years 
have been increased by the large quantities of cargo generated by 
United States loan and aid funds, and by the abnormally large foreign 
demand for certain bulk cargoes such as coal and grain, which attained 
peak shipments in 1948 and 1951. Imports of raw materials essential 
to increased production necessitated by the war in Korea and the 
defense production and defense stockpiling programs have materially 
increased inbound tonnage in some of the postwar years. More de- 
tailed discussion of these fluctuations in United States foreign trade 
is included in another section of this report 

Overall United States foreign trade, dry-cargo and tanker, increased 
very substantially postwar over prewar (162 million tons in 1952 as 
compared with 83 million tons in 1937). Dry-cargo tonnage increased 
by nearly 46 million tons, or about 85 percent, and tanker traffie in- 
creased by over 33 million tons, or about 115 percent. But these 
overall data do not adequately reflect the trend in foreign trade as 
it affects United States-flag shipping. For example, whereas tanker 
imports have increased about 400 percent, tanker exports have de- 
clined slightly more than 40 percent. With respect to dry-cargo 
trade, which increased by 45.8 million tons between 1937 and 1952, 
most of that increase was in nonliner traffic —38 million tons compared 
with 7.8 million tons for liner traffic. 

(a) Dry cargo.—Exports and imports of dry-cargo overall were 
virtually in balance in 1937, but in the postwar vears export tonnage 
has generally exceeded import tonnage by considerable margins, 
largely because of extraordinary shipments of certain bulk com- 
modities. The year 1950 was an exception when coal exports were at 
their lowest postwar level. 








6 A REVIEW OF MARITIME SUBSIDY POLICY 


As might be expected, the large postwar shipments of bulk cargoes 
have been accompanied by a corresponding increase in the proportion 
of nonliner carryings to total traffic. In 1937-38 tramp cargoes com- 
prised only one-third of the total United States oceanborne dry-cargo 
trade, while in the postwar period such cargoes have ranged from 
one-third of the traffic in 1949-50 to more than one-half in 1951-52. 

Postwar, United States-flag ships have participated to a much 
greater extent in nonliner traffic than they did before World War II. 
United States tramp shipping before the war was of minor importance 
as attested by the fact that our tramp ships carried only 1 percent of 
total dry-cargo exports and 3 percent of the total dry-cargo imports, 
or 2 percent of the total dry-cargo foreign trade in 1938. While this 
percentage participation improved considerably postwar, it also 
varied quite widely from year to year. Thus, in 1950, when dry- 
cargo traffic totaled 66.3 million tons, United States-flag nonliner 
carryings amounted to only 4 percent of such traffic, but in the next 
vear, When the volume of dry cargo jumped to 110.4 million tons these 
carryings amounted to 19 percent of the total. 

United States-flag vessels likewise fared somewhat better in liner 
traffic postwar than they did in 1937 and 1938. In the past 3 years 
United States-flag vessels carried nearly 50 percent of the liner traffic 
in contrast with 43 and 37 percent in 1937 and 1938, respectively. 

b) Tanker cargo.During 1937-38 only one-fourth of the 60 
million tons of tanker export and import traffic was carried in United 
States-flag vessels. This is in contrast with United States-flag carry- 
ings of two-thirds during 1948-49. However, the effect of increasing 
foreign-flag competition is evidenced by the fact that although United 
States-flag tankers carried approximately the same tonnage in 1952 
as they did in 1948 (23.5 million tons), their proportion of the total 
declined from 65 percent in 1948 to only 38 percent in 1952. 

Recent studies estimate a continued increase in the United States 
consumption of petroleum products. The 1951 report of the Petro- 
leum Administration for Defense estimated petroleum and petroleum 
products requirements for United States consumption in 1955 to be 
23 percent greater than in 1950 when such imports by tankers totaled 
nearly 45 million tons. For the long-range future, the President’s 
Materials Policy Committee, in June 1952, projecting petroleum 
requirements to 1975, estimated that the level of United States con- 
sumption will be 110 percent above 1950. It can be assumed that the 
postwar growth in tanker imports will continue, and a substantial 
portion of this movement should be carried on United States-flag 
tankers to assure the availability of such imports during periods of 
emergency 

c Fore ign-aid cargo. As has been mentioned, export traffic in the 
postwar period has been influenced to a marked degree by Govern- 
ment-financed shipments through the several foreign-assistance pro- 
grams. Under these programs, from April 3, 1948, through Decem- 
ber 31, 1952, the overseas dry-cargo and tanker-cargo movement 
totaled more than 74.2 million tons, of which 41.3 million tons were 
carried in United States-flag ships. 

Appendix table 8 shows a breakdown of ECA/MSA-financed ship- 
ments to Europe and the Far East by years, by flag of vessel, and type 
of service. From the beginning of the program in 1948 through 1952 
about 98 percent of the total shipments were made to the European 
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area. ‘The volume of aid shipme nts varied greatly from year to year; 
peak shipments totaling 25.6 million tons were made during the pe wind 
April 1948 to April 1949. Shipments fell off to 10 million tons by 
1950, but in 1951 they were increased to 13.9 million tons In 1952 
they reached a low of 8.5 million tons 

On a tonnage basis, shipments carried by dry-cargo vessels were 
much greater than shipments transported by tanker vessels. Of the 
74.2 million tons of aid cargo, 68.6 million tons, or 92 percent, were 
carried by dry-cargo ships while the remainder, totaling 5.6 million 
tons, was moved by tanker vessel. Since the aid legislation required 
not less than 50 percent of the cargo to be shipped in United States 
flag vessels, it is of interest to note that those ships carried 41.4 million 
tons, or about 56 percent of the total aid cargo. United States-flag 
ships carried more than 50 percent of these shipments in all except 
1948 when they moved 46 percent of the total. Two-thirds of the 
total for all years, or 46 million tons, was carried by tramp ships 
Ships in berth service and tankers carried the remainder representing 
a substantial amount of the aid cargo 

An indication of the relative importance to United States foreign 
trade of shipments under the Government assistance programs may be 
obtained by comparing the data in appendix table 8 with total exports 
shown in appendix table 6. For the first vear and three quarters of 
the foreign-aid program, Government-financed shipments approxi- 
mated 40 percent of total exports.' The relative importance of these 
shipments has declined in more recent vears, representing only 12 
percent of total exports in 1952 

(d) Passenger tra fh App ne table 9 shows the number of 
passengers arriving and de partung ie sea at ports of the United States 
for fiscal years 1937 and 1938 and 1946 through 1952. Total inbound 
and outbound passenger travel by sea has increased since the end of 
the World War I] to a point where it is approaching the 1.1 million 
passengers carried during each of the vears 1937-38. The table also 
shows that a considerable higher percentage of the passengers was 
carried on United States-flag vessels during the postwar period than 
during the years 1937-38, this proportion ranging from 61 percent in 
1946 to 41 percent in 1951 and increasing again in 1952 to 44 percent 

A breakdown of waterborne and airborne passenger arrivals (which 
are greater than departures) in the United States by overseas foreign 


areas of origin is presented in appendix table 10. Europe has been the 


principal origin area of passengers arriving in the United States in the 
postwar period. Approximately two-thirds of the passengers arriving 
from Europe traveled by sea and the remainder by air. Of those 
arriving by sea from Europe, more than 60 percent traveled on foreign- 
flag vessels, reflecting the sharp foreign-flag competition for passenger 
travel in this important trade. United States-flag ships carried most 
of the passenger arrivals from other major overseas areas. in every 
area with the exception of Kurope the trend in air travel has been up- 
ward. From Asia for example, the percentage passenger arrivals by 
ait has climbed from 16 percent in 1949 to 43 percent in 1952; other 
areas have similar increases in air traffic. From Europe, where the 
total passenger traffic is far heavier than from any other area, the 
percentage of departures by air has remained at about 30 percent 


4 Not strictly comparable on a calendar year basis. 
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during the postwar period. Overall. these trends in passenger arrivals 
lead to the conclusion that vessel travel is slowly losing ground to 
air travel. 

2, Domestic oceanborne traffic 

In any serious attempt to evaluate the trend of deep-sea traffic, 
consideration must be given to the volume and character of the com- 
merce moving in the domestic trade. Unfortunately, historical 
statistical data for most of the traffic moved in the United States 
domestic oceangoing trades are unsatisfactory. With the exception 
of the intercoastal trade which constitutes only a minor portion of 
the total domestic deep sea waterborne traffic (about 6 percent 
1952), recent traffic statistics portraying the role of self-propelled, 
oceangoing dry-cargo vessels are either not available or where avail- 
able lend themselves only to a superficial analysis.° More reliance 
can be placed upon vessel deadweight tonnage on the routes for which 
adequate traffic data are not available, since it may be assumed that 
some relationship exists over the long term with respect to the 
amount of shipping employed and the volume of available traffic. 

Annual overall United States domestic waterborne commerce data 
compiled by the Corps of Engineers indicate an almost uninterrupted 
increase in traffic volume, with the exception of the post-World War 
I depression years and the World War II years when much of the 
coastal shipping was diverted to the foreign trade. The trend is 
roughly portrayed as follows: 1921, about 239 million tons; 1929, 
approximately 456 million tons; and 1950, slightly more than 651 
million tons. The amount of self-propelled oceangoing shipping 
employed in the domestic trade also showed a somewhat similar 
trend. In 1923, it amounted to 3.4 million gross tons ®; in 1930, it 
totaled 3.9 million gross tons; in 1939, it reached almost 4.3 million 
gross tons; and in 1952, it totaled 4.1 million gross tons, a figure 
which, on a speed-tonnage basis, would provide greater carrying 
capacity than in 1939. Such data imply that shipping on deep-sea 
domestic trade routes has enjoved a substantial long-term growth. 
For certain segments of the trade, such as the tanker and the dry- 
eargo bulk carrier, that implication is correct, but for other segments, 
notably the dry-cargo freighter and the passenger-carrying vessel, 
the opposite is true. 

In order to understand recent trends in vessel employment in the 
United States domestic trades it is necessary to examine the various 
trades separately as well as combined. A series of four tables is 
presented for that purpose. The first table presents the employment 
of such vessels on an overall basis while the following three tables 
depict vessel employment separately for the coastwise, intercoastal, 
and noncontiguous trades. For uniformity, these data are shown 
as of December 31 for the years included. 

a) Total domestic employment.— The following table shows the trend 
n vessel employment in the overall domestic trade: 


Coast w lata prep i bv the Corps of Engineers do not segregate traffic by major routes and include 

thi by barge and nelled vess 3 lraffie statistics compiled by the Interstat 
Com e Commission also include t e traffic and local traffie and reflect only the commerce of regt 
rhe M ne Administration | ympiled intercoastal traffie figures for the intercoastal 

1a ) t the mitiguous trades have not beer 

vas pende n 1940. | none of the data are available by type of carrier As 

lintl report with the exception of thos 
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Self-propelled ships of 1,000 gross tons and over employed in the United States deep- 
sea domestic trade 


Potal Dry cargo Panke 
Year, as of Dee. 3 
aC eight r ‘ ] ‘ 
Nomi De = ght) wumber ead weig Number Deadweig 
ons 
1939 St) 6, 900, 000 { 2. OOM 338 748. OOM 
1948 420 4,415, 000 $59, OO 27s 6, OOF 
1949__. 4s 6, 186, 000 92 RAN “ 203 $. 348, O04 
1950 $53 5, 801, 000 ’ 7 1 274 4, 040, OO1 
1951 $ 6, 173, OO 1st 7, OOF 2Y, 4. 466, 001 
1952 4178 6, 393, OOF ) " 408 1 16, OO 


This table shows that the United States deep-sea domestic fleet 
declined only slightly on a deadweight tonnage basis between 1939 and 
1952. However, this generalization is misleading since a sherp reduc- 
tion has occurred in dry-cargo shipping while a substantial increase in 
tanker tonnage has taken place. In 1939 the amount of dry-cargo 
shipping was not far below the tonnage of tanker shipping; in the post- 
war vears, however, a marked change occurred in the relationship be- 
tween dry-cargo tonnage and tanker tonnage in favor of the latter 
This change is of national defense significance since the coastwise 
trade in both World Wars was an important source of dry-cargo ship 
ping which was diverted to foreign trade operations 

(6) Coastwise employment.—The following table depicts the recent 
trend in vessel employment in the United States deep-sea coastwise 
trades: 


Self prop ed ships, of 1 OOO gross tons ar lo “employed int! United State leep 
ea cont fit ) t é 1 
) an Ke 
Y¢ Der 
Nu . ) A b ) ‘ Weadw 
LYSY 4,5 4, OAM 
1448 4,32 t { t S44. (HK 
1949 } 4, 57¢ ) s a, iM ; , £, (AN 
1950 1 } y ; I, AN 
1951 4, Ut side ‘ M 
1462 st ‘ “i M4 a] 


This table indicates that the deadweight capacity of the vessels 
engaged in the continental deep-sea coastwise trade was slightly 
greater in 1951 and 1952 than it was before the war. It shows this 
trade suffered a greater reduction in dry-cargo shipping than the do- 
mestic trades as a whole—63 percent as co upared to about 46 percent. 
On the other hand, the continental coastwise tanker fleet accounted 
for virtually the entire increase in the tanker tonnage employed in 
the United States donestie trades between 1939 and 1952. It should 
be stressed that the tanker fleet in these trades has increased almost 
uninterruptedly during the past several decades. 

(¢c) Intercoastal employment. The following table presents the 
recent trend in the size of the fleet engaged in United States deep-sea 


Intercoastal trade. 
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sel prope ed sh ps, of 1,000 qross tons and ove ,empo ved in the United States deep- 


Sea intercoastal trade 
yy 
Deadwei I) ‘ ) ‘ 
Nu N \ 
1 

iv f 7H OM 0 4005, OM 0. On 
104s { 2, OM 3 1 O00 2 27, 00 
4 » 1 Os “ ~ 2 “ { SOU (MM 
1Y ( ( (4 uM ; $3, OO 
19 7 A35. OOK j 1 OF ; 14, 000 
WAZ 664, 00 14 ts (KM) x 6.000 


This table shows that the intercoastal trade has declined substan 
tially almost 73 percent between 1939 and 1952. This decline is 
accounted for by the predominance of dry-cargo ships in this trade. 
Since the comparison is on a deadweight-tonnage basis, it does not 
reflect the higher speeds at which postwar ships are operated; how- 
ever, the speed factor would not offset this substantial decrease 

d) Noneontiquous employment.—Ships employed in the non- 
contiguous trade operate between ports in the continental United 
States, and ports of Alaska, Hawai, and Puerto Rico. This trade 
is prohibited to foreign shipping as is the coastwise and intercoastal 
trad 

The following table is presented to indicate the change that bas 
occurred in the size of that fleet since 1939: 


S¢ p pe } SO OO ro oO ? oO employed ; he 1s é oO 
contiquo ade 
LD lank 
y 
) 1) ) i 
\ ‘ t Numb 

1u34 9 17. f $43. OOF 7 $. OM 
1048 ) x, OO 2 ( 10) 85. OO) 
10949 s 1000 it $ (1K ? 25, O00 
14 2 1, OO 14 133. 000 x ® OOO 
1 62 m (MM ) 18. O00 : 1) OOO 
1952 t 64 wn ) 64 O00 ‘ 1000 


The table indicates that in marked contrast to the continental 
coastwise and intercoastal trades the tonnage of the dry-cargo fleet 
operated in the noncontiguous trades has increased rather substantially 
and has experienced a fairly steady but gradual increase over the past 
three decades. This growth can be expected to continue in view of 
the nature of the commodities transported and freedom from compe- 
tition of other types of transportation. Tanker traffic is variable, 
but these apparent fluctuations may have resulted from the use of 
December 31 as representative of the vear. 

3. Future shipping requirements 

Factors entering into a projection of a long-range forecast of United 
States waterborne commerce and of the size and type of the United 
States-flag merchant fleet are many and varied, they are difficult to 
evaluate in the light of abnormal prewar and postwar economic and 
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political conditions such as depressions, wars, booms, and their ac- 
companying adjustments. Moreover, changes have occurred in the 
employment of vessels and in the volume of traffie on certain trade 
routes which have resulted in changes in the demand for certain types 
of vessels. Currency restrictions as well as efforts by various countries 
to influence the flow and amount of their foreign commerce have and 
will continue to exert far-reaching influence on United States foreign 
trade and American-flag shipping. As a consequence, no simple 
method of forecasting traffic volume and vessel employment can be 
emploved since there is no apparent relationship between trends in 
population, gross national product, or other such elements which are 
often used for forecasting purposes and traffic or vessel employment 
The wide and inconsistent fluctuations in traffic are indicated by the 
following examples: 

1. ‘Tanker inbound carryings have increased from 9 million tons in 
1938 to 51.5 million tons in 1952, or nearly 600 percent. 

2. Tanker outbound Carrvings have been decreased from 21.5 million 
tons in 1938 to 10.9 million tons in 1952, or about 50 percent 

3. Drv-cargo liner exports for the vears 1948 through 1952 exclusive 
of ECA/MSA traffic carried by liners show only a relatively small in- 
crease over dry-cargo liner exports carried during 1937 which was the 
best vear of the depression vears except for 1930 Indeed, it appears 
that the outbound traffic carried by dry-cargo liners during several of 
the vears in the 1920’s may have been greater than that carried by 
liners in the postwar vears exclusive of ECA/MSA traffic. 

t. United States-flag tanker carrvings, both outbound and inbound, 
between 1948 and 1952 show little or no increase, but the earryings of 
foreign-flag tankers, especially inbound to the United States, have in- 
creased very substantially during that period of time 
5. Passenger-carrving vessels in the United States deep-sea do- 
mestic trades have been substantially reduced in number; in some of 
those trades thev have disappeared. 

6. Package freight vessels in the deep-sea continental coastwise and 
intercoastal trades have been greatly reduced in number 
7. Drv-cargo liner imports, excluding those transported by indus- 
trial carriers, show no increase over those moved in 1937. 

Other marked changes in the deep-sea waterborne commerce of the 
United States have occurred, but these are indicative of the divergent 
trends in various segments of these trades, pointing to the tenuous 
nature of any long-range estimate of traffic and in United States-flag 
vessel emplovment. Moreover, any estimate is further complicated 
bv the fact that our fleet engaged in foreign trade includes a large num- 
ber of subsidized vessels and their future depends upon legislative 
policy; also the fleet includes a large number of nonsubsidized vessels 
whose employment depends largely or in part upon the cargo prefer- 
ence provisions of our foreign-aid programs. 

All factors considered the United States-flag merchant fleet may do 
well to maintain its present employment. Tramp-type operations 
can be maintained only if they receive Government aid either on the 
present or some other basis. The dry-cargo liner segment is expected 
to do no better than hold its present position. Outbound liner traffie, 
exclusive of ECA/MSA traffic, appears to have had little or no increase 
for the past 30 years. Inbound liner traffic, which includes the car- 
rvings of industrial carriers, has shown an increase. However, this 
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increase has been accounted for to a great extent by the tonnage of 
industrial carriers. The active tanker fleet is likely to increase in size 
over the long term, but it is doubtful if this will occur in the near 
future. There is a current surplus of tankers, both United States-flag 
and foreign-flag, which is expected to continue for several years. Pas- 
senger-carrying vessels have been eliminated from the continental 
coastwise trades and the intercoastal trade and have been substan- 
tially reduced in the noncontiguous trades. Passenger carriers in 
foreign trade also face growing competition from air carriers, a situa- 
tion which still is too new to be entirely resolved. Additional ore 
carriers may be required in the future, but it is not known at the pres- 
ent time whether or not these ships will be operated under American 
or foreign registry. To assure the continued movement of essential 
ores, particularly in periods of international emergency, a substantial 
portion should be carried in United States-flag ships. 

The present shipping outlook therefore is too confused to permit 
a clear picture of the future ahead, but under present conditions the 
outlook is not bright for much increase in overall vessel United States- 
flag employment. In view of the many imponderables in the outlook 
for future traffic and the availability of the reserve fleet to meet 
unexpected emergencies, the present size of the active fleet appears 
adequate for present and reasonably expected future trade. 


C. NATIONAL DEFENSE REQUIREMENTS 


l. Mobilization 

Full mobilization requirements for merchant-type oceangoing ships 
and an inventory of vessels considered under ‘effective United States 
control” are furnished periodically to the Department of Commerce 
by the Secretary of Defense.’ The above information is developed 
by the armed services, reviewed and evaluated by the Joint Chiefs 
of Staff and made available to the Maritime Administration for 
purposes of mobilization planning. The inventory of availabilities 
as of any given date include (1) the active operating fleet of United 
States-flag ships; (2) selected foreign-flag ships owned by United 
States citizens or their affiliates;s (3) ships laid up in the national 
defense reserve; and (4) ships under construction as of the inventory 
date. 

The above studies also include requirements for ships to be converted 
to military auxiliaries. Initially this program draws heavily on the 
better ships in the active and laid-up fleets, but since the total require- 
ment cannot be met from existing ships a substantial construction 
program is planned in the post-M-day period. This program, spread 
over 3 years, is known as the maritime mobilization shipbuilding 
program and is set forth in exhibit A of the classified annex. Although 
the program is predicated largely upon the need for naval auxiliaries, 
some general lift ships are included therein. The success of the 
program will depend upon the availability of such critical components 
as high-pressure turbines, boilers, gears, valves, and controlled 





7 A classified paper relating to the current war plans, which was first presented in 1945 when the Shiy 
Sales Act of 1946 was being considered, established the basis for the number and types of ships to be mait 
tained in the reserve fleet for defense purposes. This has been revised annually and expanded in recent 
vears to include total merchant ship requirements under full mobilization 

§ In addition to the United States-flag ships, certain shins controlled by United States citizens and regis 
tered under the flags of Panama, Honduras, Liberia, and Venezuela are deemed to be available under mobili 
zation conditions The term “effective United States control’ covers only this category of shipping 
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materials as well as production facilities. The demand for these 
items when combined with other ree pd demands for related pro- 
duction may force the acceptance of a reduction in desired ship 
characteristics until deficiencies are overcome. 

The reserve fleet is critically deficient with respect to speed since 
as of December 31, 1952, it contained 1,427 Liberty types having a 
speed of only 10 and 11 knots. Further, there are no large tankers 
in the reserve fleet. This lack of speed and the complete absence of 
oceangoing tankers in the reserve fleet increases the magnitude of the 
mobilization shipbuilding program. 

Minimum nucleus active fleet 

Estimates of merchant-type vessels required to be in active operation 
to meet initial (first 90 days) military and civilian mobilization needs 
are based upon plans of the Joint Chiefs of Staff. Included in the 
factors which are considered in determining the size of this fleet by 
types of ships are: (1) the immediate availability of ships in position 
to lift scheduled cargo; (2) assumptions as to the time needed for 
ships to arrive in position to assume their missions; (3) speed with 
which reserve fleet mene an be reactivated ; (4) suitability of commercial 
ships to put to sea under convoy or other military security plans; 
(5) amount of priority oceanborne cargo to be moved; (6) availability 
of foreign-flag merchant ships under “effective United States control” 
(7) estimated accumulated vessel losses; and (8) available military 
vessles to meet certain emergency requirements. These plans are 
under continuous review and are kept up to date in the light of 
changing world conditions. 

The Joint Marad-Navy Planning Group which was formed to study 
this problem has concluded that as of December 31, 1952, the active 
merchant fleet under United States control was deficient by 261 
notional dry-cargo freighters of 10,000 cargo measurement tons and 
10 knots (equivalent to 69 Mariner-type and 127 Bland-type ships 
26 notional tankers of 16,500 deadweight tons and 15 knots (equiva- 
lent to 6 T-5 type and 10 commercial type vessels operating at 18 
knots); and 8 passenger-carrying ships of the Jndependence type. 

The size of the active fleet as well as the mobilization requirements 
for an active fleet are based on conditions as they exist as of a given 
date. Therefore, the deficiency, if any, which exists in the size of the 
active fleet for initial mobilization requirements will vary depending 
upon the date selected. 

The Joint Marad-Navy report of the size of the operating merchant 
fleet under United States control necessary to meet initial mobilization 
requirements is now being considered by the Department of Defense 
and the Maritime Administration. Since it is doubtful that any sub- 
stantial number of ships in addition to the number already in operation 
can be operated profitably under the United States flag even with 
subsidy, the mere construction of the ships would offer no solution to 
the problem. 

Other alternatives may be available which will enable the fleet to 
meet initial mobilization requirements. The most desirable me ‘thod 
from many points of view is the replacement of units now being oper- 
ated with modern, faster ships and the upgrading of the Nation’s 
defense reserve with replaced vessels of better type. Other alterna- 
tives include: (1) The possibility of increasing the rate of reactivation 
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of ships from the reserve fleet; (2) the establishment of a ready reserve 
fleet; (3) improve the maintenance of ships in the reserve fleet; (4) 
modernizing ships presently in the reserve fleet; (5) arrange for the 
itilization of more foreign-flag tonnage during initial mobilization; 
6) expand the opportunities for dry-cargo ship employment in the 
domestic trades; (7) improve shoreside and shipboard cargo-handling 
facilities to improve port turnaround. In addition a sound, stable, 
healthy shipbuilding and ship-repair industry must be maintained 

It should be clearly understood that any deficiency in the shipping 
inder the control of the United States for initial mobilization needs, 
including both active and reserve ships, is one primarily of quality 
rather than quantity As the Department of Defense stated recently 
in hearines before the Potter subcommittee 


It mportant to note that, while the total national defense fleet (active and 
eServe is deficient only to a minor degree to meet initial defense requirements 
from a quantitative point of view, there is a serious deficiency from a qualitative 
point of view 


The problem of quality is not too serious insofar as the active fleet 
s concerned because it is now composed for the most part of ships 
which operate at relatively high speeds and are suitable for military 
purposes. Only relatively few Liberty vessels are still in active 
operation. The serious deficiency from a qualitative view referred to 
in the Department of Defense statement relates primarily to the 
reserve fleets where practically all the vessels are of the war-built 


Liberty type. These vessels are considered too slow for modern 
military needs. On the other hand, all but 34 of the 196 troop trans- 
ports im the reserve fleet are of the higher speed types and should be 


suitable for military purposes. 

In summary, it is concluded that on December 31, 1952,’ the size 
of the active United States merchant fleet was very close to adequate, 
for initial mobilization requirements. While there is no margin of 
safety, the ability of the active merchant fleet to meet more fully 
the requirements of defense planning will be enhanced as new and 
more efficient ships take the place of the old and obsolete units 
Improvement in other factors previously mentioned affecting the 
size Of the merchant fleet required in active operation for national 
defense purposes will also enhance the national defense potential 
of existing vessels 


, 7? 
2 hexsereve fleet 


Section 11 (a) of the Merchant Ship Sales Act makes the Mari- 
time Administration responsible for the care and custody of ships 
placed in the national defense reserve fleet. From the latter part of 
1945 until the present, 5,179 ships entered the reserve fleet and 3,124 
were withdrawn for a variety of reasons including sale, charter, agency 
operation, delivery to the military, and scrapping. As of December 
31, 1952, there were 1,974 merchant-type ships in the reserve fleet. 
Appendix table 11 shows a listing of these ships by type and fleet 
location. Appendix table 12 shows the same information in dead- 
weight tons 





mM hant Ma Studi hearings before Senate Committee on Interstate and Foreign Commerce, 
R3d « t pt. 1, p. ¢ 

1 December 31, 1953, inventory of United States flag ships would not alter significantly this 

tl f ships under the United States flag did not decline materially since December 
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(a) Purpose—The act further provides that ‘“ * * * all vessels 
held in such reserve shall be preserved and maintained for the purpose 
of nationa] defense.’’ On several occasions since the establishment 
of the reserve fleet the Department of Defense has been consulted 
as to the necessity for maintaining the ships in the reserve fleet and, 
with the exception of agreeing to the disposal of a few old or badly 
damaged ships, the Department of Defense has consistently main- 
tained that all of the ships should be maintained and preserved. 
This position has been recently confirmed in a letter dated April 24, 
1953, addressed to the Under Secretary of Commerce for Trans- 
portation by the Acting Secretary of Defense. (See exhibit B, 
classified annex.) 

(b) Selection of fleet anchorages. In the selection of reserve fleet 
sites consideration was given to the following factors: 

(1) Locations close to the principal ports where the ships would 
end their last voyages. 

(2) Proximity to repair facilities. With the exception of Wilming- 
ton, N. C., each location is situated close to the largest shipping 
centers on each coast and close to ship repair facilities that would 
be utilized in reactivating the ships in time of emergency. Ships 
to be reactivated from the Wilmington, N. C., fleet will have to be 
towed to the Newport News, Va., area or to Charleston, S. C., or 
Jacksonville, Fla., repair facilities. 

(3) Other factors of site location: In selecting the specific sites full 
consideration had to be given to mooring the ships in areas not exposed 
to high winds, high tides, excessive current flows, areas where sufficient 
manpower would be available to carry on the preservation work, 
and areas where local opposition would not be too great. Another 
factor in selecting the sites was water as fresh as possible; however, 
since the development of cathodic protection this point would no 
longer be a factor. 

(Cc) Composition of individual fleets. Three fleets were established 
on the Atlantic coast, two on the gulf coast, and three on the Pacific 
coast in anticipation of the numbers of ships that eventually would 
be held in permanent reserve in the three areas. In nearly all in- 
stances ships were placed in the fleets nearest to the ports where they 
were taken out of service. If they are reactivated they will utilize 
the same facilities (drvdocks, repair vards, ete.) needed during de- 
activation. Particular care was taken to obtain the proper distribu- 
tion of types between the fleets on a single coast, and for a period of 
a year or so a number of ships homeward bound on their last voyages 
in the Atlantic were diverted to the gulf to balance out the fleets on 
both of these coasts. 

It should be noted that 204 military auxiliaries have been redelivered 
by the armed services to the Maritime Administration reserve fleet 
Of these, 103 are in the James River fleet and 72 in the Suisun Bay 
fleet. These two fleets are close to the Navy's largest bases at Nor- 
folk, Va., and Mare Island, Calif., where these ships would be reacti- 
vated. 

(d) Condition of ships —The term “condition” as used here refers 
to the repair status of a ship from wear or damage. Of the 2,055 
merchant-type ships in the reserve fleet as of November 30, 1953, 
some 664 were returned within the last 18 months with all voyage 
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repairs accomplished. When these ships are again required for serv- 
ice, there will be little or no delay in reactivation for repairs. 

The remainder of the ships are in various conditions of repair. 
During the first 2 or 3 vears following World War II, voyage repairs 
(other than to insure watertight integrity) were not made at the time 
vessels entered the reserve fleet as it appeared that there might be 
as many as 1,000 to 1,200 ships in excess of the requirements for na- 
tional defense. It was not considered justifiable to expend funds 
for repair while there existed the probability that many of the ships 
would be scrapped. Sales of ships to friendly foreign nations greatly 
exceeded. the number anticipated, with the result that when foreign 
sales were terminated on March 1, 1948, all remaining war- built 
ships except those badlv damaged were retained to meet requirements 
for national defense. 

The condition of the 1,391 ships deactivated prior to the Korean 
emergency are grouped as follows according to the estimated costs of 
repair and reactivation: 


Ships requiring normal ($100,000) reactivation expense only 531 
Ships requiring repairs of less than $100,000 in addition to normal reacti- 
vating expense 763 


Ships requiring repairs of over $100,000 in addition to normal reactivating 
expgnuse (most of the ships in this group require less than $200,000 
repairs 97 


Total 1, 391 


(e) Preservation of ships—-The Maritime Administration has had 
a specific program for custody and preservation since the several fleets 
came into existence, but due principally to decreased appropriations in 
the past few years the program has been curtailed. This preservation 
program is believed to be the most economical and practicable for 
maintaining the ships. It consists of three principal operations: 

1) The original layup and preservation of a ship after delivery to a 
reserve fleet, known as basic preservation; (2) periodic renewal of the 
basic work, known as recurring prese pein: and (3) protection of the 
underwater hull, known as bottom preservation. 

Of special interest is bottom preservation by means of the cathodic 
method. Cathodic protection employs an established principle of 
chemistry in the protection of underwater ship hull plates, viz, that a 
flow of direct current to the receiving metal will overcome and neutral- 
ize the electrochemical actions on the metal which cause corrosion and 
pitting. In its application to reserve fleet ships, electric current is 
passed through anodes and thence through the water to the hulls. 
The anodes are placed around and underneath the ships. 

Cathodic protection has been proven completely effective; once a 
system is installed, corrosion on the underwater section of the ships’ 
hulls is halted. Taking into account every expense in connection with 
installing, operating, and maintaining the systems of the eight fleets, 
the cost of cathodic protection will average $375 per ship per year. 
This compares with an average cost of $1,850 per ship per year if the 
ships were drydocked and the underwater hull plates sandblasted and 
painted every 6 years. The savings in the use of cathodic protection 
as against the traditional method of painting is in excess of $3 million 
per year. 

If Congress appropriates the amount requested for the fiscal year 
1955, the cathodic svstem for bottom protection will be installed in the 





—— 





ine ee el aaa nenttititetianese 


ncn One ia il tea. 


A REVIEW OF MARITIME SUBSIDY POLICY 17 


two gulf coast fleets next vear. Similar installations were made in 
fiscal year 1953 at the 3 Atlantic coast fleets and are being made in 
fiscal vear 1954 at the 3 Pacific coast fleets. Thus, bottom protec- 
tion will then be complete and the hulls of all ships fully protected 
against corrosion if present programs are implemented. — 

As of the end of the current fiscal year, there will be a backlog of 
507 man-vears of basic preservation and a backlog of 401 man-years of 
recurring preservation. With respect to basic preservation, this means 
that there will be some 290 ships in the fleets for periods up to 2 years 
upon which the basic lay-up has not been performed. Basic preserva- 
tion should be performed within 8 months after a ship is delivered to a 
fleet; otherwise serious deterioration is likely. With respect to re- 
curring preservation the backlog represents work such as represerving 
the boilers, engines, and machinery, some of which is from 2 to 3 years 
overdue. This delay also can result in serious deterioration. Funds 
requested for the fiscal vear 1955 for manpower and materials for 
preservation are approximately $3,100,000. An additional $1,700,000, 
if made available in fiscal vears 1955 and 1956, would permit the preser- 
vation program, both basic and recurring, to be current as of the end 
of fiscal vear 1956. After that date, the annual expense for man- 
power and materials for preservation would be approximately $2,- 
800,000, assuming all ships remained in the fleets and there were no 
substantial increases in wage rates and material costs. 

(f) Maintenance cost—Funds appropriated for the fiscal vear 1954 
and requested for the fiscal vear 1955 for categories of purpose are as 
follows: 


Fiseal year Fiscal year 
Purpos ~ an —_— 
— 1954 195: 

Preservation manpower and materials $3, 271, 000 $3, 095, 000 
Personnel—fleet officers, clerical force, first aid 487, 000 486, 000 
Maintenance and operation of tugs, barges, and working craft 723, 000 704, 000 
Personnel—security patrol _- 753, 000 754, 000 
Installation of cathodic systems 1, 200, 000 1, 136, 000 
Miscellaneous 566, 000 525, 000 
Total 7, 000, 000 6, 700, 000 


When the bottom protection cathodic systems are completed, and 
if and when the basic preservation backlog is completed, the yearly 
expense to operate the reserve fleet, maintaining the recurring preser- 
vation on schedule, will be about $6,120,000. This would be an 
average of about $2,915 per ship per year for all expenses. 

The annual cost for various preservation and reserve fleet activities 
on a ship basis is as follows: 


Cost of completing basic preservation on the average ship $8, 000 
Annual cost of recurring preservation on the average ship if all recurring 

preservation is performed on schedule 1, 340 
Annual cost of bottom es.thodie preservation for the average ship, amortiz- 

ing the cost of the installations 375 
All other annual costs (operation and maintenance of tugs, barges, se- 

curity patrols, staff, and office force, (etc.), average per ship 1, 200 


(q) Reactivation of ships—It would appear that planning for a 
national emergency (war) cannot avoid the assumption that the out- 
break will be an act of aggression without warning from an enemy 
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nation and that few if any reserve fleet ships will have been reac- 
tivated in anticipation of such outbreak. 

Immediately thereafter, United States repair facilities and manpower 
will be m the heaviest demand for (a) servicing the active United 
States-flag ships and United States Navy ships; (6) servicing the 
naval and merchant ships of allies; (c) repairing damage from enemy 
action of naval and merchant ships; (d) reactivating laid-up naval 
ships; and (¢) reactivating laid-up merchant ships. 

(1) Reactivation factors: The phased reactivation of ships from 
the reserve fleet in time of a national emergency is contingent upon 
several fundamental factors, the most important of which are the 
availability of (a) harbor and deep-sea tugs to move ships from reserve 
fleets _ repair yards; (b) active drydocks in repair areas; (c) active 
repair facilities to effect reactivation; (d) traimed repair manpower in 
vards to effect repairs and reactivation work; (e) outfitting equipment 
and material requirements; (f) repau facility potential capable of 
rapid expansion to cope with incre ased workload ; (¢) manpower, both 
trained and untrained, capable of meeting expanded workload in 
repair vards; and (h) licensed and unlicensed personnel to man the 
ships during the reactivation period. Reactivation is dependent on 
a balanced expansion of these factors consistent with workload re- 
quirements. 

To meet the requirements of the Department of Defense in time of 
a national emergency, when ships would be reactivated for operation 
to meet tonnage deficits in the operating fleet, there must be in exist- 
ence a base of operating ships, ships in reserve, active ship repair 
facilities, and repair manpower, tugs, outfitting material and = an 
adequate supply of seagoing personnel 

a) Number of tugs: Should the demand for shipping decline, the 
number of tugs that can be employed profitably will diminish. Tug 
owners may elect to scrap or sell for foreign operation those in excess 
of their current needs. The number of tugs that can be made avail- 
able for towing ships from the fleets to repair yards may be a control- 
ling factor in reactivation of reserve fleet ships 

There are 46 V—4 seagoing tugs in the reserve fleet. In order to 
utilize all repair facilities, it will be necessary that ships be towed 
from reserve fleets to repair yards at points such as Boston, Baltimore, 
Charleston, Jac ksonville, New Orleans, and Galveston. If a repair 
program is authorized in the future, consideration should be given to 
placing some or all of these tugs in full repair. 


b) Drydocks: At present there are 70 drydocks, capable of taking 


a Liberty ship or larger, in the United States exclusive of those in 
Navy vards. Of this number, 20 are in New York Harbor. The 
availability of drydocks is one of the controlling factors in the speed 
with which reserve fleet ships can be reactivated. For example, if the 
New York Harbor area were knocked out by enemy action, the effect 
would be crippling. Further, if a post-M-day modernization program 
of Liberty ships is undertaken the demand for drydocks will be greatly 
mere ised 


Total estimated drydock requirements and availabilities should be 


studied and appropriate recommendations submitted. 
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(ce) Repair facilities (exclusive of drydocks): Much has been 
written about the shrinkage of the re pair industry and its effect in an 


emergency. Probably the most serious effect will be the loss of 
skilled workers and supervisors upon whom the ae to rapidly 
expand would depend. Work projects designed t » bolster the econ- 


omy could well include a program for the modernization and repair of 
reserve fleet ships. 

(d) Outfitting equipment: All durable, nonperishable tools and 
equipment have been left aboard ships in the reserve fleet. All 
perishables and semiperishables have been removed. The reoutfitting 
of hundreds of ships in a brief period will require quantities of items, 
such as manila rope and tarpaulins, that may be in excess of production 
capacity. Some stockpiling is indicated. 

When new ships were outfitted during World War II the allowance 
lists were heavy with respect to some hard-to-get items. <A study 
might be made at this time to insure that all items in such lists are 
ac tual necessities 

e) Officers and crews: One of the advantages of the Liberty ship 
is that engineers and engine crews can be trained in a very brief time 
to operate the engines and machinery. In contrast the operation of 
turbine, turbine-electric, and all high-pressure engines call for highly 
skilled engineers. This fact should not be overlooked when plans for 
high-speed ships are discussed 

(f) Requirements.—By far the most serious deficit of the reserve 
fleet is the lack of tankers necessary to meet the needs which would 
be created by a grave national emergency. This deficiency is 
recognized by all who have studied the situation. This problem may 
be solved in several different ways. Dependence could be placed 
upon our ability to produce in time of emergency a large number of 
tankers. This course would obviously impair other vital defense 
production. Alternatively, we could stockpile in peacetime the entire 
number of tankers needed to meet estimated mobilization needs. <A 
middle course, however, has been generally held a more practical 
approach to the problem. Consequently, the so-called trade-in-and- 
build tanker program was presented by the Secretary of Commerce to 
the Congress in July of 1953, a program which should be actively 
pursued, Additionally, the Military Sea Transportation Service has 
under consideration the chartering of newly constructed tankers and 
at the same time transferring Gove rpment-owned curre ntly active 
T-2 tankers to the reserve fleet. 

Apart from the serious tanker shortage, the reserve fleet from the 
standpoint of numbers is considered adequate. However, the speed 
deficiency of the dry-cargo ships in the national defense reserve is of 
such niagnitude as to limit their mobilization employ ment 

In order for the reserve fleet to serve its purpose, in time of national 
emergency it is essential that all required preservation work be com- 
pleted at the earliest possible date. Sufficient funds should be appro- 
priated to complete required preservation work, and to assure that a 
ships will thereafter be maintained so that if needed they will be in 
sound condition. 
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I]. Suiepyarps ANp SHIpyarp REQUIREMENTS 


The study and analysis of shipyard capacities, requirements, and 
deficiencies is confined to coastal yards capable of constructing ocean- 
going ships 400 feet in length and over ! Historically our shipbuild 
ing problems have been confined to ships of this size The Great 
Lakes and inland river facilities are not included in this study, since 
large ships which might be constructed in these areas cannot be econom- 
ically placed in ocean service. Both World Wars have demonstrated 
this. Inland shipbuilding facilities have been traditionally used for 
local construction or for smaller craft. 


A. SHIPBUILDING CAPACITY 


The volume of shipbuilding in United States coastal shipyards varies 
directly with the national requirements and with the decline or growth 
of the United States merchant marine. While this fact is self-evident 
a historical review of shipyard business is desirable. Appendix table 
13 shows merchant ship construction of oceangoing ships over 1,000 
gross tons in United States shipyards from 1914 to 1956. with the 
period from 1953 to 1956 being a projection on the basis of existing 
construction contracts. 

An analysis of our merchant ship construction during this period 
results in these basic observations: (1) Shipbuilding is a sharply 
fluctuating industry. Most of the construction took place as a result 
of wartime activities. (2) World War I shipbuilding was slow in 
getting underway, so that few ships were completed during the war 
itself and the huge program was completed during the 3 postwar 
years. (3) The Merchant Marine Act, 1936, was instrumental In 
developing the shipbuilding industry so that 95 ships were delivered 
during 1941. This construction program was one of the reasons 
for being able to deliver promptly over 4,000 ships during World 
War IT. (4) The post World War II construction has fluctuated, 
While a considerable number of ships was completed and are still 
scheduled for delivery, approximately 50 percent of these ships since 
1947 have been or are scheduled for fe reign-flag registry. This foreign- 
flag construction is motivated solely by the inability of the foreign 
vards to give prompt deliveries due to their large backlog of ship orders. 
1. Operating capacity of existing sh ipyards 

(a) Present level of output-—The following tables provide a summary 
of the oceangoing merchant ships over 1,000 gross tons built or build- 
ing in United States shipyards since the conclusion of World War II, 
shown by major types as of September 1, 1953. 


It must be stressed that shipyards constitute only a part of the shipbuilding industry. According to 
the 1945 Harvard Graduate School of Business Administration report, entitled, “The Use and Disposition 
of Ships and Shipyards at the End of World War II,”’ “Shipyards do not comprise the whole shipbuilding 
industry Chey are the establishments which perform the final assembly, repair, and outfitting of both 
merchant and fighting ships; in some instances they also manufacture components and develop design 
The broader industry of shipbuilding in the United States encompasses the manufacture of parts and mate- 
rials throughout the country, as well as the work of designing ships and the assembly and repair of ships 
in shipyards * * * The whole shipbuilding industry at peak activity employed an estimated 4 million 
workers. The manufacturers of the wide variety of materials and components which go into the finished 
ships are spread throughout the country and employed at the peak of wartime acti ity an estimated 2,300,000 
workers.”’ 











A AE 


lett 


A REVIEW OF MARITIME SUBSIDY POLICY 21 


Oceangoing merchant ships of 1,000 gross, built or building, 1946-55 


Total ! Tankers Carso Passenger-carrying 
™ ships 
Year built . 
Dead Dead Dead Dead 
Number weight Num weight Num weight Num weight 
ber ber ber z 
tons tons tons tons 
Thousands Thousands Thousands Thousands 
1946 79 920. 4 9 116.7 62 719.0 s 84.7 
1947 38 (17 316.0 ; 33.0 28 215. 5 7 67.5 
1948 20 (11 236. 0 4 79.7 15 145.8 I 10. 5 
1949 33 (30 857.0 33 857.0 0 0 
1950 24 (19 615.0 23 609. 0 l 6.0 0 
1951 10 3 182. 0 4 116.5 i 42.0 2 23. § 
1952 16 (5) 300. 0 8 204. 0 7 R3. 0 1 1 
1953 2 40 (11 810.2 23 582.4 17 227.8 0 
1954 2 38 (10 804.5 27 760. 5 11 134. 0 0 
1955 2 3 56. 0 l 29,2 2 #8 0 


1 Number in parenthesis under ‘Total’ represents number of ships constructed for foreign-flag account 
3 Estimated ship deliveries; appendix table 14 is a summary of ocean going merchant ships over 1,000 
gross tons under contract or construction as of Sept. 1, 1953 


The geographical distribution of United States coastal shipbuilding 
since World War II is as follows: 


ead weight ton thousands 
Year built 

otal East coast Gulf coast West coast 
1946 920. 4 520. 1 115.1 285. 2 
1947 316.0 183. 1 43.4 9 5 
1948 236.0 178.3 47.2 0 
1949 857.0 849.0) 7.3 0 
1950 615.0 615.0 0 
1951 182.0 171. 5 10.5 
1952 300.0 286. 6 4 0 
1953 S10. 2 770.0 26.8 13. 4 
1954 804. 5 MAL 26, 8 8 
1955 56.0 29.2 0 26.8 
1956 ! 0 0 0 


1 Estimated, 


(6) Geographical location.—The existing commercial shipyards capa- 
ble of constructing oceangoing ships 400 feet in length and over may 
be geographically summarized as follows: 


Coastal area Existing Existing 

shipyards shipways 
East - -- - : 6 47 
Gulf 3 14 
West-- i a 6 x) 
l 81 
Currently used for Navy contracts 18 
Currently available for merchant ships 3 


Of these 63 shipways not all are suitable for C-3, C-4, T-5, and 
passenger-type ships. On M-day only 6 of the above vards and 35 of 
81 commercial shipways will be available for merchant ship construc- 
tion; the others by mutual agreement are to be utilized by the Depart- 
ment of Defense. 
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c) Marimum output.—The maximum possible output of existing 
shipyards on the basis of a normal 40-hour workweek and single shift 
may be estimated by assuming that under these conditions each ship- 
way will accommodate two average ships per year with the post- 
launching construction being accomplished at the outfitting piers. 
Thus, the use of the currently available 63 commercial shipways will 
result in 126 ships per year. Additional ships may be constructed with 
an increase in the workweek and number of shifts. However, the 
increase is not in direct proportion to the added man-hours. 

2 Standby capacity of re Serve sh ipyards 

Currently there are nine reserve shipyards in various stages of 
usability which are available for Maritime Administration mobilization 
programs. Two of these reserve yards are adjacent to existing private 
shipvards. These 9 reserve yards will require from 2 to 9 months 
to reactivate at a cost ranging from $1 million to $30 million each. 
In the event any reserve vard is activated to a standby condition 

ways and shops restored or enlarged) a yearly maintenance expendi- 
ture estimated at about $300,000 will be required. 

Detailed reserve shipyard data are contained in exhibit C of the 
classified annex. This information may be summarized as follows: 


Cost to mail 
tain per year 
Cost to { ated 
reactivate (av awe per 
year for first 


4 years) 


Mil. dol 


Total sh ipyard ad ilability 

The following table indicates the total number of shipyards in the 
United States available for merchant ship construction at M-day 
The reserve shipvards must be reconditioned. 


t property snd are sqjacent to 
ingle ards and the total number of 


SHIPBUILDING REQUIREMENTS 


1. Re placeme nt of commercial fleet 


The active United States-flag merchant fleet as of December 31, 


1952, is considered to consist of 1,264 privately owned ships and 33 


Maritime Administration-owned ships operating commercially in 


foreign and domestic service, or a total of 1,297 ships 
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A very large percentage of the present oceangoing United States-flag 
fleet consists of ships built during World War II. Of the 1,297 active 
ships in the fleet, 81 percent were constructed during World War IL. 
That these ships are substantially of the same age is a matter of con- 
cern in any long-range program for this country. Appendix table 15 
shows the present active fleet, and indicates the number of ships which 
would have to be built annually if that fleet were to be replaced on the 
basis of a 20-year ship life. This table is presented merely to highlight 
the block obsolescence problem. 

The number of shipways necessary to construct these replacement 
ships on this basis is summarized as follows: 


Number of shipways required to replace United States-flag commerciaii overatec 
i Stag U Y QO 
fleet on a 20-year replacement basis 


Year to be started Number of | Number of saa es heh whats Number of Number of 


ships shipways ships lipways 


1954 and before 
1955 
1956 _ 
1957 
1958 
1959 
1960 


The number of shipways is based on the assumption that the ships 
in the commercially operated fleet will be replaced as they become 20 
vears of age and that the average building time will be 2 years and 
that contracts for each ship will be awarded when each becomes 18 


years old. (See appendix B for analysis of length of time required 
to construct ships from date of contract.) Such a replacement pro- 
gram, however, would only perpetuate the block obsolescence prob- 
lem. The extent to which the United States is deficient in shipyard 
capacity for replacements to the active merchant fleet is obviously 
dependent upon the length of the period over which the shipbuilding 
program may be phased. An adequate replacement program can be 
phased within the capacity of presently operating shipyards. Such 
a policy is not only desirable but necessary since the replacement of 
existing ships in a 20-year life would perpetuate the block obsolescence 
problem and continue the fluctuations experienced in the shipbuilding 
industry. Under a properly phased program no shipyard deficiency 
should be encountered. 


2. Mobilization construction 

A review of mobilization or wartime requirements and availabilities 
of active commercial and reserve shipyards at M-day indicates that 
a shipway deficit will exist as outlined in exhibit D of the classified 
annex, even if the industry is operated on a 3-shift, 48-hour-a-week 
basis. 

This deficit will require the construction of additional emergeney 
shipyards at an average cost of $30 million each. It is estimated that 
up to 10 months will be required to construct these yards, but keels 
may be laid prior to this completion tme. If these yards were con- 
structed and maintained as inactive reserve vards available for mobi- 
lization, an annual expenditure of approximately $300,000 for each 
yard would be required. 

51341—54——3 
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3. Shipyard nucleus requirements 

As previously indicated, only 35 of the 63 commercially active 
shipways will be available for merchant-ship construction at M-day. 
The minimum nucleus shipyard capacity required for mobilization 
expansion must satisfy the following conditions: (a) All of the 6 
shipyards at which the 35 shipways are located must be active; (0) 
these shipyards must have mobilization-type ships actually under 
construction, with the necessary engineering completed, subcontractor 
channels in existence, and the subcontractor designs available—this 
isa primary and largely governing factor; and (c) sufficient commercial 
construction (exclusive of Navy construction programs) be underway 
in order to build up an adequate labor force as a basis for mobilization 
expansion. 

In the light of World War II experience these conditions are mini- 
mum. Although the Maritime Commission was building at the rate 
of 1 ship every 3 days toward the end of 1941, considerable difficulty 
was experienced in expanding shipyard capacity to meet shipbuilding 
demands of World War II. 

Manpower availability is considered the critical factor in meeting 
the nucleus requirements. These requirements, covered in more 
detail in another phase of this study, indicate a peak employment of 
approximately 435,000 workers during mobilization. Experience has 
shown that a ship-construction labor dilution of 12 to 1 during the 
mobilization buildup is the maximum that is acceptable. Conse- 
quently, a mobilization nucleus during peacetime of approximately 
36,000 workers is necessary. The construction of 60 oceangoing mer- 
chant ships per year will be required to maintain this nucleus. Details 
of this determination are contained in exhibit B of the classified annex. 
It is estimated a program of 60 average ships a year can be attained 
at a total cost of approximately $400 million excluding national 
defense feature. The Government's share of this total cost will depend 
upon the number of ships eligible for subsidy and the construction 
differential rates applicable at the time of construction. Details of this 
estimate are shown in exhibit E of the classified annex. Since 2 ships 
a year can be accommodated under a normal 40-hour workweek by 
each shipway, 60 ships on an annual basis are within the capacity of 
the 63 shipways available at the present time. 


C. APPRAISAL OF PEACETIME REQUIREMENTS 


The size and capacity of an active shipbuilding industry required 
by the United States in time of peace is directly related to the mainte- 
nance of: (1) A nucleus of shipbuilding facilities and personnel for 
mobilization expansion, and (2) the replacement of ships in the active 
commercial fleet. 

A planned shipbuilding program to meet these two requirements is, 
therefore, the desired goal. The first requirement, that of an adequate 
shipbuilding nucleus for mobilization expansion, is fixed by the peak 
mobilization demand, while the second, that of ship replacements for 
the active fleet, is variable within limits by lengthening or shortening 
the replacement period. It is apparent, there fo re. that the critical 
consideration in the shipbuilding program is the nucleus requirement 
for mobilization expansion. New construction 4 provide replacements 
for the active fleet can be coordinated with a construction progra‘n 
designed to meet the mobilization nucleus soneianaien. 


<I 
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As already indicated, a ship-construction program of 60 average 
ships a year will be required to maintain a satisfactory shipyard labor 
nucleus. This program is well within the capacity of the 53 shipways 
now available, and the replacement of the active commercial fleet can 
be phased to this 60-vessel-a-year program. Over a 20-year period 
1,200 ships would be constructed which, because of increased capacity 
and speed, should replace the carrying capacity of the 1,297 vessels 
in commercial operation on December 31, 1952. 

It must be emphasized that a shipbuilding program of 60 ships a 
year is primarily required to meet the mobilization requirements of 
the Department of Defense. Under the present levels of commercial 
ship employment, 60 new ships a vear could be physically absorbed 
as replacements of existing ships, but such a program for at least 
the next 10 vears is greater than the shipping industry with its own 
resources will be able to undertake, even with construction subsidy 
aid provided under present existing statutes. Considerable addi- 
tional Government assistance and incentive would be necessary for 
private industry to attain a 60-ship-a-vear construction program in 
the pext 10 vears. However, this program in addition to meeting 
both shipbuilding nucleus requirements as well as the replacement 
needs of the active fleet, would solve in Jarge measure the block obso- 
lescence problem created by the mass construction of ships during 
World Wor IL. 

The shipyard manpower requirement which is the basis of the 
60-ship-a-vear construction program does not take into consideration 
the possibility of reduced mobilization requirements resulting from 
technological advances and improvements unless such improvements 
are already incorporated in the models planned for mobilization pro- 
duction. Research and development efforts in the fields of cargo han- 
dling and marine propulsion offer real possibilities for marked im- 
provements in the efficiency of ocean transportation. If such efforts 
are successful as to size, speed, and utilizatiom, merchant-type ships 
may be altered substantially. Unfortunately, firm developmeprts in 
these fields are not sufficiently close at hand to serve as a basis for 
current mobilization planning or to affect the 60-ship-a-vear require 
ment outlined. 

The following table shows for various annual levels of shipbuilding 
the estimated effect on the number of Ways which would be used, 
the number of production workers which would be employed, the 
deficiency of production workers for mobilization needs, the cost of 
the ships, and the approximate number of years which would be 
required to replace the privately owned fleet needed for mobilization 
purposes. 
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From the above table it may be concluded that: (1) every effort 
should be made to encourage the construction in the United States of 
about 60 average oceangoing merchant ships per annum; (2) should 
annual deliveries of oceangoing merchant ships constructed in the 
United States drop below 30 per annum there will be a reduction 
in the 1953 shipyard work force and a corresponding deactivation of 
facilities; (3) industrial and governmental research and development 
programs should be intensified and coordinated in order to improve 
the efficiency of ocean transportation. Mobilization requirements 
for oceangoing merchant ships should be adjusted promptly as any 
marked improvements are developed. 


III]. PERSONNEL AND PERSONNEL REQUIREMENT 


A. SHIPBOARD PERSONNEL 
1. He quire ments 
Estimated requirements based on actual manning scales including 
allowance for shoreside reserve for shipboard personnel by major 
categories for various United States merchant fleet levels may be 


summarized as follows: 


I leve 
Job categories M-day plus 
As of D 
31, 1952 
12 months | 24 months | 36 months 
l d officers 
Deck 8 588 RA 16, 621 18, 321 
Engineer ), TH 13, 15 19, 12 22, 22: 
Total : 18, 338 25, 008 35, 744 40, 546 
Licensed radio officers 1, 961 2,776 3, 839 4,119 
Unilice < licers 
Purser-pha icists " 2, 77¢ 3, 839 4,119 
Chief stewards 1 2, 776 3, 839 4,119 
: 22 2 7,678 8, 238 
Other 1 ( , Skilled 
Deck 20), 4¢ 28, 418 29, O70 44,065 
f i 19, 568 25, 774 35, 178 , 921 
Cooks and bakers 5, 485 8, 161 11, 503 12, 336 
I 4 ~ f 75. 751 95, 322 
Other personnel, unskilled 
Deck linary seamen) 6, 354 8, 995 12, 438 13, 345 
Engineer (wiper S21 7, 584 10, 467 11, 725 
Mess utility 11, 10 14, 730 20, 995 24, 116 
i otal 23, 2h 1. 309 43, 900 19. 186 
Grand total 13.019 126, 995 166, 912 197, 411 


In estimating the size of the labor force required to man a given 
number of ships, the number of seagoing jobs expressed by the man- 
ning scale must be increased to allow for a ‘shore reserve.’ The 
shore reserve consists of men temporarily off duty, on vacation, or 
“on the beach” for other reasons. Since World War II, there has-been 
a definite trend toward more and more time “on the beach” for the 
majority of United States seamen. Increased’ take-home pay has 


———]V$—$<$~_—$—$——— 


13 See classified annex, exhibit F, for full details, 
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enabled the individual seamen to spend more time ashore. ‘The shore 
reserve also includes some men who will not ship out again. The 
annual rate of attrition in peacetime is estimated at about 10 percent 
of the manning scale totals 

Due to the nature of seagoing employment, the rates of absenteeism 
and attrition are generally higher in the maritime industry than in 
shoreside industries The estimated allowance for officers shoreside 
reserve is 25 percent and for other job categories the allowance is 

percent. In time of war these percentages are increased, making 
the manpower problem more acute 


, 


2. Availability 

Under normal peacetini conditions, when the size of the merchant 
fleet, the number of available seafaring jobs, and the output of mari- 
time training facilities are more or less stabilized, no serious recruit- 
ment or manning problems are encountered, at least in terms of quan- 
titv. Quality, of course, depends in some measure on the kind of 
training given and the number of men participating in the training 
program 

The nature of the manpower problem is quite serious when the size 
and activity of the fleet are increased to the point where demand for 
personnel exceeds supply. When a need for more seamen develops, 
few are immediately available, in spite of what appears to be an ample 
supply of trained and experienced men 

In August 1945, when the peak of World War II ship activitv was 
reached, there were 168,000 jobs in the merchant marine. From 
1938 to 1945, inclusive, the Coast Guard issued approximately 700,000 
original documents to licensed and unlicensed officers and seamen, 
over 4 times the peak manning scale total. This number includes 
only the intake of new men, and does not include men documented 
prio} to 1938 

Despite the apparently adequate supply throughout this period 
there were chronic shortages of m: inpower, particularly among skilled 
ratings, both heensed and unlicensed The shortages were evidenced 
in many delayed sailings, and in the issuance of many waivers by the 
Coast Guard to permit men to sail in billets which called for a higher 
rating or license than these men held. 

A similar situation existed during the Korean emergency, 
accentuated by a marked increase in other types of foreign shipments. 
On February 1, 1952, there were 99,750 jobs on deep-sea ships of 
over 1,000 gross tons. In the preceding 18 months, from August 1950 
through January 1952, the Coast Guard issued 278,000 ‘‘validated 
for emergency service’ documents to seamen after security « learance, 
a ratio of men to jobs of slightly less than 3 to 1. 

During the month of January 1952, when the active fleet was com- 
posed of approximately 1,950 ships, the Coast Guard issued more than 
1,400 waivers. Even during that month, about 9 months after the 
National Shipping Authority began to take ships out of the reserve 
fleet to meet extraordinary coal and grain movements, 109 ships 
operating under general agency agreements were delayed by crew 
shortages for an aggregate total of 942 days, an average of almost 
9 days per ship, at an estimated total cost to the Government of 
$1,221,000. 

The Maritime Commission during World War IL trained approxi- 
mately 7 ,000 radio operators. To meet Korean needs the Maritime 
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Administration sent letter requests to 5,384 former radio operators, 
urging that they return to sea to alleviate the manpower shortage in 
this category. Over 85 percent of the letters were unanswered or 
returned undelivered. Of the 668 who replied, only 82 expressed 
willingness to return immediately, and only 67, or approximately 1 
percent of the number to whom appeals were addressed, finally 
appeare <1 for the refresher training course offered. 

The availability of either experienced or inexperienced shipboard 
personnel is not subject to any precise statistical measurement or 
projection. It is known however that more personnel with sea 
experience must be potentially available that would appear necessary 
to fill the expanded manpower requirements. In view of the acute 
need for seamen of all ratings during mobilization, the maritime 
training program adopted by the Government or others must be capa- 
ble of expansion to meet such requirements. 


B. SHIPYARD PERSONNEL 


The ability of the United States to construct ships is dependent 
upon: (1) shipyard facilities; (2) shipbuilding personnel; and, (3) an 
adequate supply of materials and components. <A considerable number 
of shipyards and shipways is available for peacetime construction 
programs; in fact, current shipbuilding does not utilize all active 
commercial shipyard facilities. Shipways may remain unused for 
considerable periods of time and still be available for new ship con- 
struction. Personnel are not so constituted. They gravitate to areas 
of active employment. 
| Special skills required 

The shipbuilding industry requires many special skills such as lofts- 
men, shipfitters, outside or installation machinists, and marine drafts- 
men and engineers. The ability to maintain these skills as well as 
others is dependent upon a continuing volume of shipbuilding. Where 
these skills are developed in the shipyards through apprentice and 
training program, the first reduction in shipyard work accompanied 
by even temporary layoffs of this type of personnel results in their 
seeking permanent employment elsewhere, usually in a more stable 
industry. Fluctuations in shipbuilding activity adds to the diffi- 
culty of maintaining a nucleus of trained and skilled shipyard per- 
sonnel for wartime expansion or even for peacetime demands. 

The mobilization expansion program must depend largely on the 
nucleus of personnel actually employed in large merchant ship con- 
struction activities. The majority of workers employed in Navy 
yards, repair yards, and other ship construction activities are not 
likely to shift their employment to other industries, All shipyards 
will be expanding their personnel. 

Time is required to develop the levels of employment necessary 
for mobilization ship construction. On May 27, 1941, when the 
President declared an unlimited national emergency, which was prior 
to the United States entry into World War II, 48, 700 persons were 
employed on Maritime Commission construction work. It was not 
until July 1943, or 26 months later than shipyards had their maxi- 
mum production with employment of 650,400 persons. This expan- 
sion was accomplished without the problem of working under the 
stress of air bombardment. 


em 
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2. Trend in shipbuilding employment 


The ‘table below indicates the trend in shipbuilding employment 
in private vards. 

The increases and reductions in employment clearly indicate the 
erratic nature of the entire shipbuilding and ship-repair industry. 
The number of employees engaged in the construction of merchant 
ships in major coastal yards upon which the merchant ship mobiliza- 
tion base depends represents an important part of the total employ- 
ment in the entire shipbuilding and ship-repair industry. 

Total employment in the construction of merchant ships in large 
coastal yards is estimated to have averaged 22,300 during 1952 and 
to average 23,000 during 1953. This 23,000 may be compared with 
the Bureau of Labor Statistics report of 127,100 for June 1953, cover- 
ing the entire private shipbuilding and repair industry. In 1954 it 
is estimated that the average employment will drop to approximately 
10,800 workers. In 1955, all merchant ships now under contract will 
be completed and employment will drop to about 1,200 workers. 


Shiphialding employme nt in United States private yards 








All } Yards ( 4 Yards ¢ ( c l on 
Struc cha icting Im 4 
Year — Navy and ' Navy and ps only 
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1931 49.4 MS 2 4 
1932 } ) 8.2 f 4 
1933 . nO 2 { 
934 4.4 l 
193 8.7 2 9 
ast 62.4 ) ‘ 2 
37 7 ) ‘ . 
1938 2 ) ‘ 9 
1939 2 § 
Reported data wt includ 4 s bor 
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June 1953 
4 Based on the assumption of tinuing Nav ynstruc 
5 Based on current me int ship contract 
Source: Bureau of Labor Statisties, 1 Department Lat . t i Council of Am 4 


3. Marimum possible employment 

This study has previously indicated that there are available a total 
of 81 active private shipways capable of handling the construction of 
ships 400 feet and over, of which 18 are currently being used by the 
Navy, leaving 63 active shipways available for merchant ship construe- 
tion. Maximum possible levels of emplovment using these 63 active 


shipways would be: 
N 


Single shift 75, 000 
2 shifts 120, 000 
3 shifts 145, 000 
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These estimates assume that construction takes place during peace- 
time under conditions of maximum labor output. Wartime con- 
struction would involve considerably more personnel with a loss in 
labor effectiveness. The estimated employment on all shifts is based 
on a normal 5-day workweek. The first shift, 8 hours, is considered 
to be fully staffed and 100 percent efficient. An allowance is made 
for loss of efficiency and reduced staffing during second and third 
shifts. On a single-shift basis it is assumed that each shipway can 
accomodate approximately 2 ships per year; on a 2-shift basis, 2.9 
ships per way per year; on a 3-shift basis, 3.3 ships per way per year 


/ Mobilization nucleus re qu rrements 


It is estimated that a direct and indirect labor peak of 435,000 ship- 
vard workers will be needed after M-day for the construction of mer- 


chant ships of 400 feet and over. In addition, 44,000 employees will 
be required for the construction of smaller merchant-type ships in the 
inland and Great Lakes shipyards. As a result, 479,000 workers will 


be required whereas about 650,040 were employed at the World War 
Il peak. This estimate is for merchant-ship construction only and 
does not include Navy Department or ship repair needs. 

Peacetime shipbuilding employment must provide a nucleus capable 
of expansion to meet these manpower mobilization requirements. 
During World War I, it was found that the number of workers em- 
ploved in time of peace could be expanded approximately 12 times. 
Based on this appraisal, 36,000 workers should be employed during 
peacetime in merchant-ship construction. An annual construction 
program of 60 modern oceangoing ships will ae hag ‘ gainful employ- 
ment for such a nucleus. It is apparent, therefore, from the discus 
sion on work now available to the shipyards, that unless a program of 
new construction is undertaken promptly, the number of shipyard 
workers employed in merchant-ship construction will drop far below 
the level needed to provide a mobilization nucleus 


IV. CurRENt PROBLEMS 


This study thus far has inquired into the merchant marine and 
shipbuilding industries from the standpoint of our national require- 
ments and present availabilities to meet these requirements. But 
what of future availabilities? In view of the serious problems facing 
the merchant marine, it is by no means certain that private operators 
can or will continue operations under the United States flag and lend 
investment support for a modern fleet of the desired size and charac- 
teristics. This uncertainty prevails even though there is universal 
acceptance of a maritime policy that stands for a merchant marine 
owned and operated ances with Government financial assistance 
to the extent necessary to guarantee the minimum requirement for 
national defense 

As background to a discussion of the major problems facing the 
industry, consideration is given first to its general financial condition 
which itself qualifies as a problem. The industry’s financial ¢ apacity 
to operate and maintain an active and modern fleet tests in part the 
competency of existing legisls ation in achieving the congre ‘ssional gzo% als 
as expressed in national ship ping policy. Private owne rship and 
operation of the fleet will continue only so long as the industry can 
retain funds already invested and attract new capital 
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A. FINANCIAL CONDITION 


]. Subsidi ed oO pe rators 


In common with industry generally, reinvestment of earnings is one 
of the principal sources of capital for the shipping industry.  Profita- 
bility also is a determinant of the industry ’s ability to borrow funds 
or attract new equity capital. Earning power therefore serves to 
measure importantly the capacity of the industry to retain as well as 
attract capital 

a) Earnings.—<As a group, shipping companies receiving operating- 
differential subsidy have earned substantial returns on their net worth 
During the postwar period, 1946-51, subsidized operators averaged 
16.5 percent of net worth before taxes and 12.3 percent after taxes." 
These average returns compare favorably with the rate of profit 
earned by United States manufacturing corporations, as shown in the 
following table: 


( omparison of s tbsidized operator 8 ate of return afte faxes on net wortl vith rate 
of profit after taxes on stockholders equily, United States n anufactu ring corpora- 
trons, 194; »] 

I fr 
te States 
~ ’ i if- 
perat 4 
ti 

1947 “). 7 1h ¢ 

1948 

1949 

1950 } 

195] s 
After subsidy and estimated subsidy recapture accrual 
Source: Press release, F TC, Office of Information, May 4 52 and M ) Scope and Effect x 

Benefits Provided the Maritime Industry (supplementary report), U. 8. Tr tment, Wa 

ton, D. ¢ Nov. 1, 1952 


As shown in the following table, profitability of individual operators, 
and hence their respective ability to reinvest earnings varied widely, 
ranging from a high of 17.8 percent after taxes to a low of minus 6.6 
percent 


Scope and Effect of Tax Benefits Provided the Maritime 1 
rreasury Department, Washington, D. C., Nov. 1, 1952. Percenta 
secrual 
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Rate of return on net worth before and after Federal income taxes for subsidized op- 
erators, average 1947-51 


Before taxes After taxes 





Company 
A verage A verage 
1947-51 ! 1947-51 
Moore-MeCor k Line 22. 8 17.8 
I St I 94.0 16. 5 
Gr I 20. ¢ 15.9 
AT in M I Raa 'e 14.8 
Mi I Shippin 19 14.5 
Lykes Br 16.9 14.3 
Ar in President I 14.4 10.7 
AT can Export Line 12.5 9.6 
w York & Cuba Mail 4 6.3 
I I “4 ) 
s ng Co t 0 
| 4 Br :Y, 6.0 1.8 
oO i r »( 7 6.6 
I l 212 
ind Eff f Tax Benefits Pr led the M Industry ( ry rt t U. § 
rr Depa No ) After i 1a I y ret il 
4 I y 12 14-48 
( pany rey filed w Ma A 


Earnings in 1952 also appear fairly substantial as indicated by the 
following table. These returns are not exactly comparable with 
those appearing in previous tables because the basic data have not 
been adjusted to reflect estimated recapture accrual 


1 

Rate of return on net worth before and after tares for subsidized operators, 1952 
Company Before taxe After taxes 
United States Lit 4. 1 29.8 
Moore-MeCormach Line 26.8 18. 5 
Farrell Lines 19.8 17.2 
Grace Line 16.4 14.0 
Lykes Br 17.0 13.9 
M ppi Shipping 13.9 13.9 
American Mail Line 15.6 12.6 
Pac Argentine-Brazil Line 12.9 11.5 
Seas Suipping Co 14.8 9. € 
New York & Cuba Mail 14.4 8.0 
American Export Line 17.2 7.6 
Oceanic Steamshi oO 7 6 75 
American President I 9.1 5. € 





1 After subsidy but before estimated subsidy recapture accrua 


Source: Company reports filed with the Maritime Administrat 


It seems fair to conclude that, as a group, subsidized operators in 
the postwar period have with Government assistance enjoyed sub- 
stantial earning power. The same conclusion is warranted{ or most of 
the lines individually. 

Operating-differential subsidy and tax deferment account for a 
major share of the rather substantial earnings of subsidized operation 
as shown in the following calculation. 
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Effect of net operating-differential subsidy and tar benefits on net income after tazes, 
subsidized operators, 1947-51 





Thousands iran 
f dollars 
Net income after Federal taxes_-_. $235, 728 100. 0 
Estimated net subsidy 131, 887 , 
Estimated tax savings 51, 200 1.7 
Source: Scope and Effect of Tax Benefits Provided the Maritime Industry ipplementary report), 
U.S. Treasury Department, Washington, D. C. N« 1, 1952 


(b) Net worth.—The substantial returns earned by subsidized opera- 
tors in the postwar period have been used in large measure to increase 
their net worth. Subsidized operators as a group have increased 
their net worth from $335 million in 1947 to about $487 million in 
1952, an increase of around 45 percent. Asshown in the table, earned 
surplus increased over $127 million or 52 percent 








Analysis of changes in net worth, subsidized operators, Dec. 31, 1947, to Dee. 31, 19 
Dee. 31 Increase 
1947 1952 Amount Percent 
Capital stock $65, 727, 000 $88, 762, 000 $23, 035, 000 35. 0 
Capital surplus 23. 492, 000 24. 765. 000 1. 273. 000 54 
Earned surplus “ 245, 523, 000 373, O88, 000 127, 565, 000 92. 0 


Total net worth . 334, 743, 000 486, 616, 000 151, 873, 000 45.4 


1 Operating subsidy accruals for 1947 are not reflected in these figures 


Source: Company reports filed with the Maritime Administration 


Changes in net worth reflect many factors, such as governmental 
subsidy policy, managerial policy, and character of ownership. Sub- 
sidized operators are required by their contracts to retain excess 
profits in reserve funds. Income taxes on such deposits are deferred. 
Tax-deferment benefits also induce many operators to deposit addi- 
tional earnings voluntarily. As a group the subsidized operators 
generally have followed a rather conservative dividend policy. For 
example, combined net profit after taxes for the years 1951 and 1952 
amounted to approximately $128 million. Dividends in the same 
period amounted to about $42 million, of which about $30 million was 
paid in cash, the balance in stock. With the exception of one company 
in 1951 paying a portion of its dividends from surplus, all dividends 
were paid from current earnings. 

(c) Capital structure.—Reinvestment of earnings has also produced 
substantial change in the capital structure of the subsidized operators 
between 1947 and 1952. 
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(on , rn of capttal str icture, substdized operators, Dec 51, 194 ,and Dec 31, 1952 
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\s shown in the table, owners’ equity has increased substantially 
relative to total capital as well as in absolute terms Borrowed 
capital represents largely Maritime Administration 20-year mort- 
gages at 34-percent interest on ships purchased under the Merchant 
Ship Sales Act, 1946 

As these notes mature, this source of capital will decline in impor- 
tance. Relatively little capital has been borrowed from private 
sources. Of the $9.6 million, $2.6 million is a loan secured by ship 
mortgages acquired to redeem preferred stock, and $7 million repre- 
sent loans for working capital 

There were wide differences in the capital structure of the individual 
subsidized companies al the end of 1952 as shown in the following 
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Kive of the companies had no long-term debt, the remaining having 
debt ranging from 5.0 to 46.9 percent of total capital. Only three com- 
panies, and these to a minor extent, borrowed capital from private 
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sources. Equity capital represented each of the companies’ largest 
proportion of capital, ranging upward from 53.1 to 100 percent. ‘The 
outstanding point of similarity in the capital structures is the relatively 
large percentage of earned surplus. Earned surplus for 10 companies 
represented more than 50 percent of total capital. For 2 com- 
panies, earned surplus amounted to over 90 percent of capital. In 
contrast, capital stock amounted to less than 20 percent of total 
capital in the case of 10 companies. Shipping companies have not 
relied upon sales of capital stock to obtain outside capital in recent 
years. Subsidized companies in general are closely held or family 
corporations whose owners apparently are reluctant to yield or dissi- 
pate control and equity by distributing shares publicly. 

(d) Fund availability for ship replace ment The net ship replace- 
ment cost to the subsidized operators as of December 31, 1952, was 
$1 632,409,000, according to an estimate “ prepared by the Maritime 
Administration in connection with its administration of operators 
voluntary deposits to reserve funds. 

Subsidized shipping companies are required by present law to pro 
vide out of their own funds at least 25 percent of the acquisition cost 
as a downpayment. Total estimated funds required on this basis 
would amount to approximately $408 million. The voluntary deposit 
study estimates © that as a group the subsidized operators will lack 
approximately $44 million of meeting the downpayments on new ships 
as they are acquired in replacement. On an individual line basis, the 
deficiency, amounting to $88 million as shown below, is much more 
serious. It is estimated that only 5 of the 15 operators will have 
sufficient funds 


Lines with deficiency 1m 
American Mail Line, Ltd $4,837. 471 
American President Lines, Ltd 9, 353, 853 
Farrell Lines, Inc 12, 787, 653 
Mississippi Shipping Co., In 7, 985. 707 
Moore-MeCormack Lines, In¢ 1, 480, 222 
The Oceanic Steamship Co 1 os 620 
Pacifie-Argentine-Brazil Line 34, 385 
Pacifice-Far Kast Line, In 7, 680, 463 
Pacific Tran: ort Lines, Inc $ O85. 448 
United States Lines Co 37, 062, 262 

Total 88 159. 992 

In view of the rather favorable earnings, 1947—-52, as shown earlier 


and the improvement in capital structure through reinvestment of 
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earnings, the magnitude of this estimated deficiency '* may seem 
surprising and requires explanation. 

One of the principal sources of replacement capital for subsidized 
operators is the funding of depreciation allowance. Unlike the prac- 
tices in most industries, where these allowances are retained in general 
funds, subsidized operators are required to make deposits in their 
capital reserve funds equal to depreciation if earned on all ships operat- 
ing under subsidy. ‘These deposits, however, will prove woefully 
inadequate to provide replacement funds for several reasons. Depreci- 
ation allowances are based on the cost of acquisition to the owner. 
The bulk of the subsidized fleet was purchased under the provisions of 
the Merchant Ship Sales Act, 1946, at prices greatly below actual cost 
of construction or what the ships would have cost to reproduce at 
the time of acquisition. Since then shipbuilding costs have risen 
sharply.’ Moreover, replacement ships usually will cost more than 
the ships being replaced because of technical advances such as speed, 
navigational aids, cargo-handling gear, betterments in accommoda- 
tions, all of which are expensive but not necessarily productive of 
proportionately greater earning power. Hence, when the ships are 
due for replacement, there will be a wide disparity between the ships’ 
acquisition cost used as a basis for funding of depreciation and the cost 
of replacement. It appears that to bridge this gap, the subsidized 
operators, even to meet downpayment requirements, will have to 
earn and retain substantial earnings or attract new equity capital. 
Depreciation is not now being set aside on the true cost of the active 
fleet. 

The balance of capital required for replacement that is not supplied 
by the owners will have to be borrowed, either from the Government 
or private sources. Experience indicates that most reliance probably 
will have to be placed on Government loan programs in view of the 
past hesitancy of private capital. Recently, legislation was enacted 
to stimulate the flow of private capital to the industry by authorizing 
Government guaranty of ship mortgages up to 90 percent of the 
notes. However, at least one banker has expressed the opinion that 
the guaranty will not prove an incentive for private financing.” 

2. Nonsubsidized operators 

Financial data are not available in sufficient quantity and detail to 
disclose accurately the financial condition of shipping companies not 
receiving operating subsidy. Also, separation of the financial results 
for strictly shipping operations is not always possible because non- 
subsidized operators may be engaged in other business enterprises. 
Based on limited information for selected nonsubsidized operators, 
it appears generally that they did not fare as well financially as the 
subsidized companies in the postwar period. 

(a) Karnings.—As shown in the following table, the average 
returns on net worth before and after taxes for the period 1946-51, for 
nonsubsidized companies operating liner services were 10.7 percent 





6 The deficiency estimate depends both on the estimate of replacement cost and fund availability. Both 
have been subjected to criticism—the former for being based on more expensive ships than required com- 
mercially, and the latter for including a contingency for future losses but not profits and using minimum 
scrap basis for residual value 

’ The Index of Estimated Costs of Shipbuilding, prepared by the Maritime Administration, rose from 
about 145 in 1946 to about 215 in 1952, an increase of nearly 50 percent 

18 See Merchant Marine Studies, hearings before the Senate Committee on Interstate and Foreign Com- 
merce, 83d Cong., Ist sess., pursuant to 8, Res, 41, pt. 2, San Francisco, October 21, 22, and 23, 1953, pp. 1008-1009 
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and 5.7 percent, respectively. The rate of earnings was slightly higher 
in 1951-1952, although this may be accounted for by the difference in 
companies reported. 


‘ ‘ : P » 
Rate of return on net worth before and after Federal income taxes, selected non- 





subsidized liner shipping companies, 1946-52 
Rate of return Rate of return 
Number Number 
Year f com Year of com 
panies Before After panies Before After 
taxes taxes taxes taxes 
1946 12 9.2 ¢ 1951 16 18.3 . 0 
1947 l4 13.0 7.0 Average 1946-51 ! 10.7 7 
1948 ! 14 } 195 12 12 ’ 12 
1949 ! lt 8. 6 s 1952 12 14.7 7.9 
1950 ! i 10. 8 6.1 
1 Scope and Effect of Tax Benefits Provided the Maritime Industry (Supplementary Report), U. S, 
Treasury Department, N 1, 1952 
? Company reports filed with the Maritime Administration 


The difference in rate of return between subsidized and nonsub- 
sidized companies before taxes probably results from the operating 
subsidy paid the former. After taxes the difference is magnified by 
the effect of tax deferment on earnings deposited by the subsidized 
lines in reserve funds. During the period 1946-51 the average per- 
centage of Federal income taxes to net income for nonsubsidized lines 
amounted to 46.1 which compares with 25.4 for the subsidized lines, 
1947-51. Approximately the same disparity existed in 1951 and - 

Earnings of selected tramp shipping companies were quite good i 
1951 and compared favorably with those earned by liner service com- 
panies, as shown in the following table. Returns for 1952, however, 
were extremely poor, demonstrating the general lack of stability in 
earnings experienced in the tramp shipping industry. In 1951, 
Federal income tax absorbed 36.3 percent of their net income. 


Rate of return on net worth before and after Federal income taxes, 13 selected tramp 
shipping companies, 1951-52 


Rate of return 


> Companies - - 
Year with net loss 
Before taxes After taxes 
1951 0 26. 7 17.0 
1952 1.8 > 
Source: Company reports filed with the Maritime Administration 


(b) Net worth.—The following table analyzes the changes in net 
worth between the initial postwar report date and December 31, 1952, 
for selected nonsubsidized liner and tramp shipping companies. 
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Analysis of changes in net worth, selected United States nonsubsidized shipping 


LINER SERVICE COMPANIES 


l { 4 
I 1) yD 
Al int Percent 
Ca ‘ 5 27, 701 10, O64 2 11.8 
Cay 1 16, 268 oN QQ? 24 7s 
Ear 40, OLE 1,78 4 
i wort s »~ l 74 47, 758 "iY 
TRAMP SHIPPING COMPANIES 
Ca ck 2x 6, 447 lo 21.9 
( irplu 11 187 7 68 
I irplus 2, 891 908 O17 104.4 
‘ &, 2890 2 542 12 1 
rer 1, 1946, 6; 1947, 3; 1949, 1; 1951, 1; May 31, 1949 Tramp: Dee. 31, 1946, 1; 1948, 1; 1949, 4 
t; May , 1948, 1 
witl ! Ma Ad i 


The nonsubsidized liner companies as a group increased their net 
worth substantially over the reported period from about $84 million to 
$152 million, or 56.9 percent. Nearly 25 percent of this increase was 
the result of increases in capital surplus. Earned surplus increased 
from $40 million to $72 million, or about SO percent 

Net worth of the 13 tramp shipping companies as a group likewise 
increased greatly during the period from $8.3 million to $12.5 million, 
or about 51 percent Harned surplus for the group more than doubled 
Of the 13 companies, 8 registered increases of over 100 percent, while 
3 show decreases. Between 1951 and 1952, however, earned surplus 
was increased by about $1.1 million as the result of a merger and 
about $630,000 as a result of a net recovery from insurance on the 
grounding of a vessel. Thus, 2 companies in | year as a result of 
other than strictly shipping operations accounted for over one-half 
of the inerease of the period involved 

(¢) Capital structure.—The following table analyzes the changes 
in capital structure of selected nonsubsidized shipping companies from 
the initial postwar report date to December 31, 1952. 
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Analysis oj changes in capita structure, selected l/nited States nonsubsidized 
shipping companies 
nhousand ot dolar 


LINER SHIPPING COMPANIES 


I t ve Dex 352 Iner 
er I 
\ ve An : Amou 
% 
Mortgage notes (Maritime Administratior 29, 264 25.8 i492 A. ¢ 6H 
Other long-term debt 2, 684 6 2 ts 
Equity S83, GSS 74. 2 131, 743 s 47, 758 SO. 0 
Cotal 13, 250 1K). ( 169, 352 100. ( Af, 102 49 
TRAMP SHIPPING COMPANIE: 
Mortga ot Ma Adr 40.9 4 44 2 
Other long-term det 0s ) { 1, OOM 168 
Equ 8, 289 2 2, 542 s 4, 253 
! sl " 2 " t 4 
' i 
Liner: Dec. 31, 1946, 6; 1947, 3; 1948, 1; 1951, 1; May 31, 1949, 1 my Dec. 31, 1946. 1: 1948. 1; 1949. 4 
1950, 2; 1951, 4; Muy 31, 1948 
Source: Company reports filed wit Maritime Ad nist 


While mortgage notes held by the Maritime Administration increased 
in amount by about 20 percent for both liner and tramp companies, 
this source of capital declined in relative importance for both groups 
For both groups it represented a greater portion of total capital than 
for subsidized operators, 20.6 percent in 1952 for nonsubsidized liner 
companies, 34.6 percent for tramp companies, and 15.4 percent for 
subsidized companies. Conversely, equity capital while fairly sub- 
stantial in proportion to total capital was not as great relatively for 
nonsubsidized operators. As is true for the subsidized operators, 
relatively little capital has been borrowed from private sources. 

Whether the shipping industry will go forward with the investment 
of available funds in new construction, in fact, whether operators will 
continue to operate at present levels under the American flag in the 
face of existing conditions is a matter of some conjecture. It is neces- 
sary, therefore, to examine some of the other problems which today 
are facing the American merchant marme. 


B. COST DISADVANTAGES OF UNITED STATES 


The United States-flag merchant fleet operated in the foreign trade 
is required to compete with foreign-flag merchant vessels which have 
been built and are being operated at substantially lower costs. How- 
ever, the differences between United States and foreign costs are not 
uniform nor capable of precise determination as is generally assumed. 
They vary with each foreign-flag merchant fleet, each operator, each 
shipyard, each type of ship, the time an estimate is made, economic 
conditions prevailing in each country, and a host of other factors in- 
cluding the amount and quality of the information which can be ob- 
tained. There is no such thing as a single cost for United States-flag 
operations nor for foreign-flag operations and all differences in costs 
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must be viewed as estimates and therefore subject to errors inherent 
in cost estimating. 
1. Construction costs 

The former United States Maritime Commission agreed to pay 
subsidies in connection with the construction of 6 new ships and the 
reconditioning and reconstruction of 22 ships as follows: 


Recondition- 


Company ing and re- New ships 
construction 
American Export Lines, Inc 4 2 
American President Lines, Ltd 3 13 
Mississippi Shipping Co., Inc 10 
Moore-MeCormack Lines, Inc 3 


New York & Cuba Mail Steamship Co 


United States Lines Co 


Total... 22 6 
Taken over by Government for Department of Defense 


In view of the criticism by the Comptroller General with respect 
to subsidy allowances on the above vessels, the Federal Maritime 
Board was under a mandate to review the determinations in all of 
the above cases. As to the reconditioning and reconstruction cases, 
the New York & Cuba Mail Steamship Co. agreed to the cancellation 
of the subsidy allowance by the former Commission with respect to 
its two vessels. ‘The Maritime Administration staff recomputed the 
subsidy allowances with respect to the 20 vessels. The Board has 
taken action on the recalculations applicable to American President 
Lines, Inc., Mississippi Shipping Co., Inc., and Moore-MceCormack 
Lines, Inec., and these operators have been given a specified number 
of days to accept the Board’s redeterminations or reject them. 

As to the two new vessels constructed for the account of American 
Export Lines, Ine. (SS. Constitution and SS. Independence), the 
construction-differential and national defense allowances have been 
redetermined by the Board, but the Comptroller General has taken 
exception thereto. The construction-differential and national defense 
allowances in connection with steamship l/nited States were not 
redetermined by the Board. However, the Department of Justice 
took steps on March 15, 1954, to recover the alleged excess allowances 
approved by the former Maritime Commission. 

The most recent expression by the Federal Maritime Board of the 
difference between foreign and United States shipbuilding costs may 
be found in its decision with respect to the “‘mariner’’ class vessels. 
In percentage terms, the construction-differential found in that case 
varies from 39.39 to 44.83 percent. 

From the operator’s point of view, the problem is not so much the 
cost differential which exists, because all vessels to be built for opera- 
tion in the foreign trade are eligible for construction subsidy provided 
they meet certain standards, but rather the uncertainty which pres- 
ently exists in the amount of subsidy the operator will ultimately pay 
for the ship. The problems encountered in administering the 
construction-differential subsidy program and the uncertainties of 
Government ship construction aid, are treated in detail in a later 
section. 
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2. Operating costs 


It has long been recognized that operating costs of United States- 
flag vessels are substantially higher than those of forei ign-flag opera- 


tors. In order to place United States-flag operators on an operating 


parity cost basis, Congress has enacted legislation which authorized 
the Federal Maritime Board to pay subsidies to offset differences in 
costs which are substantial. Five items are subsidized—wages; sub- 
sistence; maintenance and repairs; stores, supplies, and equipment; 
and insurance. Subsidy payments for wages in 1951 accounted for 
about 82 percent of the total subsidy. The other subsidized items 
accounted for relative payments of about 8 percent for insurance,” 
3.5 percent for maintenance and repairs, 3.5 percent for subsistence, 
and 3 percent for stores, supplies, and equipment. 

(a) Labor costs.—Wages paid to seamen employed on United States- 
flag vessels have been increased very substantially during the past 
15 years. On a relative basis this increase is greater for the lower 
ratings as indicated by the following table, which provides data only 
for base wages for representative ratings: 


Increase in United States base wages, 1937-52 


‘ > Percent 

Awoe 1952 increase 
; Master $345 $957 177 
Chief engineer 310 870 181 
3d mate 160 | $82 201 
3d assistant engineer 160 482 202 
Radio officer 125 473 279 
Chief steward 120 368 207 
Boatswain 85 | 378 345 
Able-bodied seaman jn 73 | 302 317 
Wiper 2 a 60 289 381 


These wage data indicate that base wages have been increased very 
substantially. However, since they are limited to base wages only, 
a complete story is not portrayed because ship operators are now re- 
quired to bear certain wage costs which they did not have to pay in 
1937. These items amount to considerable sums. Overtime pay is 
now applied to all regular work performed outside of the normal work- 
week and, in addition, certain penalty payments must be made for 
special types of work both within and outside the normal workweek. 
To be more specific, the normal workweek in 1937 constituted 56 
hours at sea and 44 hours in port. In 1946, the workweek was reduced 
to 48 hours at sea and 40 hours in port, and in 1951 to 40 hours for 
both sea time and port time. The decrease in the workweek has 
increased overtime payments to such a degree that in 1947 this ac- 
count amounted to 29.9 percent of base wages when the workweek was 
on a 48-40 basis and to 39.8 percent in 1952 when the 40—40 basis was 
adopted. 

Vacation payments have also increased wage costs. In 1937, this 
item was of little significance since paid vacations were granted by so 
few operators. In 1947, howeve r, » it amounted to 1.6 percent of base 
wages and in 1952 it comprised 5.2 percent. Federal and State social 
benefits have been also increased somewhat over those in effect in 1937 
and now amount to from 3.5 to 4 percent of the total wage bill. World 


—_—_—__—_ 


'® Estimated. 
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War II war-risk bonus payments were continued in part until late 1953 
Moreover, the introduction in 1950 of the first welfare and pension 
program has increased wage costs so that in 1952 this item amounted 
to 4.3 percent of total base wages. Finally, manning requirements 
have been increased on United States-flag vessels to a greater degree 
than on foreign-flag vessels partly because of collective-bargaining 
agreements. The following table is presented to indicate for a typical 
(2 type dry-cargo freighter the increase in wage costs between 1937 
and 1952 and the increased significance of overtime and so-called 
fringe-item costs which include such costs as vacation, area bonuses, 
social benefit, and welfare and pension costs 


Trend in monthly wage costs for a typical United States-flag C—2 lype vesse 


) 1952 
Perce 
ICT 
Dolla Pe Dollar Perce 
B age $4, 543 91.0 | $15, 73¢ 65.2 24 
0 $32 s. 6 6, 204 25.9 
ee ) ‘ 2, 152 x9 \, Bei 
| ‘ 4, WY. 100.0 24,152 100.0 » 


One of the prime factors to be considered in comparing United 
States wage costs aboard ship with foreign-flag labor costs concerns 
the countries which are actually competitive with United States ships 
on subsidized and nonsubsidized services. Since the end of World 
War II, the actual number of competitive foreign flags encountered 
by the American operators has increased to the point where in 1951 
there were approximately 27 substantially competitive foreign flags, 
as follows 


India Panama Brazil 
United Kingdom Denmark Finland 
Greece Netherlands Japan 
Israel Sweden Spain 
Norway Union of South Africa Germany 
Italy Belgium Honduras 
Yugoslavia Chile Venezuela 
Franee Keuador Cuba 
Kgvpt Argentina Liberia 


In the year 1951 alone, five foreign-flag fleets—Germany, Japan 
Liberia, Finland, and Yugoslavia--assumed a competitive impor- 
tance in world shipping. The percentage of competition offered by 
each foreign-flag fleet will vary depending upon such factors as changes 
in traffie carried by each foreign-flag competitor. Many countries 
which had small merchant fleets or no fleet at all before World War II 
have emerged as substantial competitors on particular trade routes 
Among these are India, Israel, Yugoslavia, Egypt, Union of South 
Africa, Chile, Ecuador, Argentina, Brazil, Venezuela, and Liberia 
Even landlocked Switzerland now has a merchant fleet of more than 
30 ships. 

Among foreign fleets, the Japanese and German fleets are rapidly 
regaining their prewar positions in worldwide trading. Israel and 
Yugoslavia have developed as substantial competitors in the Medi- 
terranean trade routes, and Argentina, Brazil, Chile, and Venezuela 
are important in the South American trades. Ships of Norwegian 
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and British fleets Operate On Many world trade routes and provide 
United States-flag operators with a great deal of competition. Panama 
and Liberia are becoming increasingly more important as competitors 
of American-flag shipping, but the cost of labor aboard these ships 
cannot be gaged with any degree of accuracy since wages are nego- 
tiated between the employer and employee on terms most favorable 
to the employer and without benefit of protection of collective bar- 
gaining or of governmental authority. 

While the operating costs of a very few foreign-flag operators 
approximate the operating costs of United States-flag operators, the 
bulk of the vessels registered under foreign laws operate at favorable 
costs in contrast to the ships under United States registry. Norwe- 
gian wage costs are not only low, but manning requirements also 
are low. 

Vessels of United Kingdom registry also are among the low-cost 
competitors. These ships may be manned by European crews or by 
a “mixed” crew which consists of European officers and Asiatic or 
Lascar seamen. ‘These non-European seamen are paid lower wages 
than those paid to European seamen—an important consideration 
when it is realized that from 35 to 40 percent of British seamen are 
Asiatics. However, the lower wages which thev are paid are offset to 
a considerable extent by the large number of Lascar seamen who 
generally are employed on each ship. Consequently, the difference 
in total wages paid British crews of Kuropean stock and crews of 
Asiatic stock is not too great. In 1951, for example, a ship which 
under United States practice would have been manned by 51 men at 
a monthly wage cost of $20,800 would have been manned under 
British practice by a European crew of 47 men who would have been 
paid about $4,700 or by an Asiatic crew of 73 men at a wage cost of 
$4.400. . 

Japanese wage costs, despite their relatively high manning require- 
ments, are the lowest encountered by United States-flag vessels. In 
1951 ships of United States-flag registry operating In competition 
with Japanese ships paid wages which averaged $21,700 per month in 
contrast to Japanese payments of $2,900 per month. The following 
table provides a few typical examples of the wage differences between 
United States-flag vessels and foreign-flag vessels Th competition on 
certain trade routes 


Re presentative mor thly age sts by flag of operator on typical trade route 
| 
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Wages paid to United States seamen are not determined in the same 
manner as wages paid to foreign-flag seamen. In the United States, 
for example, the bulk of the labor cost is actually the base wage and 
overtime paid to the seamen. In many foreign countries, however, 
the base wage is actually less significant compared to the overall labor 
cost which includes payments made directly to the wage earner and 
also benefits to the employee and his family through various estab- 
lished funds and welfare programs to which the employer, in some in- 
stances, and the employer and employee in others, contribute. In the 
United States, social wage items, as such, amount to approximately 
4 percent of the total wages paid to a seaman. In Italy, on the other 
hand, the actual wages which a seaman receives do not even approxi- 
mate 50 percent of the total labor cost to the steamship operator. The 
operator must pay certain specified amounts to the state or to special 
funds designated by the state for certain welfare and social security 
benefits available to the worker. Among these benefits may be listed 
disability, old-age pensions, tuberculosis, unemployment insurance, 
marriage and birth grants, family allowance supplementary social in- 
surance, social solidarity fund, industrial accident and sickness insur- 
ance and nonoccupational sickness insurance, housing allowance, 
support of orphans, and protection of working mothers. In other 
countries where wages are low, provisions are made for the workers to 
participate in = profits of the company. This situation prevails in 
Spain, Chile, Japan, and other countries. 

The averages of composite weighted differentials between United 
States and foreign costs, estimated on the several subsidized United 
States trade routes between the years 1947 and 1951, inclusive, are as 
follows: 


Percent (ap Percent (ap 

prozimate proximate 
1947 57 | 1950 68 
1948 54} 1951 71 
1949 62 


It will be noted that from 1948 there has been a steady increase in 
the rate of differential between United States and foreign seagoing 
labor costs. Some of the principal factors responsible for the increases 
in these differentials are: (1) accelerated increases in United States 
manning and wage costs, only partially offset by increases in foreign- 
flag wage costs; (2) changes in foreign competition and the introduc- 
tion in many instances of low-cost foreign flags offering substantial 
competition; (3) trends in certain foreign countries toward a policy of 
laissez faire insofar as wages and take-home pay are concerned, and 
payments by the government of increased social and fringe benefits to 
seamen and their families; and (4) devaluation of foreign currencies. 

(6) Subsistence costs.—Estimates of the differences between food 
costs of subsidized United States-flag and foreign-flag competitors have 
been calculated by the Maritime Administration for each year from 
1947 through 1951. The following table presents typical examples 
of the trend of subsistence-differential subsidy rates on several trade 
routes for the years 1948 through 1951. 





j 
; 








. 
| 
| 


ee tin 


6 (Bie Se ae a RO ea ne OS Be 


~ 


A REVIEW OF MARITIME SUBSIDY POLICY 45 


Subsistence subsidy rates 


[ Percent] 


Nominal trade route designation 


Year - 
A B Cc D E 
1948 14. 70 None 7. 90 24. 20 1.14 
1949 8. 40 5. Or 32 OO 13. 90 8.81 
1950 30. 50 8. 40 44.70 25.1 5 04 
1951. - 10 20) 10. 90 26. 7¢ 2 OF 
1 Indicate a negative differentia 


Food costs of United States-flag operators have tended to increase 
during the period 1947 through 1951, principally because prices of 
foods increased Food costs of foreign-flag operators used in estab- 
lishing the subsidy rates were influenced by (1) increases in prices in 
the related countries of storing; (2) devaluation of foreign currencies 
in September 1949; and (3) changes in foreign competition with 
variations in the principal lines under each flag, as well as the differ- 
ences in subsistence costs between foreign competing lines 

The differential between United States-flag and foreign-flag food 
costs in 1948 was low primarily because food supplies were scarce in 
European and Asiatic countries and foreign-flag vessels purchased 
much of their food supplies in the United States. As foods became 
more plentiful in foreign countries and as the dollar shortage became 
more intense, foreign-flag operators purchased their supplies either in 
the cheapest market or in the home country. 

(c) Stores, supplies, and expendable equipment.—The following table 
illustrates the trend in the rates for this subsidized item of expense 
as applied to dry-cargo freighters. 


Subsidy rates Store S$, Supplie 8, and erpen lab € equipme ni 


N 1inal trade rot i 1atio 
Yea 
A B ( > I 
1948 None Nor 10 Non 4.70 
1949 1.70 No 4 1 60 1.50 
1950 6. 10 6. 40 HM 10. 90 7 71 
1951... t ) 2. 3 2.4 1.70 si 


1 Indicates a negative differential 


It can be seen from the above that the rates are not especially high 
when compared with other categories of subsidizable expense. In- 
creased availability of supplies throughout the world, devaluation of 
foreign currencies, changes in competition and storing practices, all 
would tend to influence the rates for each year 

(d) Insurance.—Subsidizable items of insurance nye two cate- 
gories; namely, (1) hull and machinery insurance, and (2) protection 
and indemnity insurance. Because of the differences in each type, 
separate subsidy rates are computed. Subsidy rates for hull and 
machinery insurance are influenced considerably by the repair costs 
in foreign areas, for the cost of insurable repairs is a substantial factor 








46 A REVIEW OF MARITIME SUBSIDY POLICY 


in setting the amount of premium to be paid. Moreover, the American 
subsidized operator is required to have his insurable repairs performed 
in the United States, except in those cases where either the classifica- 
tion society or the insurance underwriter requires that the work be 
performed in foreign ports. However, the foreign competitor, when- 
ever possible, will accomplish such work in the cheaper foreign repair 
urea 

The following table illustrates the trend in the hull and machinery 
insurance subsidy rates 


N ithsid J Tate H all and mach nery nsurance 


Nominal trade route designati 


Ye 
A B ( D I 
48 4 OF 14.85 on 16, 84 
949 20 25. 41 2. 33 21. 48 17. 25 
Ww 12.84 15.8 l sy , t 
2s $2 4 0. 81 14. 42 


The areas where foreign competitors have their insurable repairs 
made each year as well as the costs in those repair areas will cause the 
rates to vary between years. Devaluation of foreign currencies, 
changes in foreign-flag eee ee and changes in costs, all tend 
to influence the overall costs used in establishing the subsidy rates 

lhe Federal Maritime Board has not set any subsidy rates for pro- 
tection and indemnity insurance and therefore no trends are presented 


herein. It is anticipated, however, that the majority of these rates 
for this category will be finalized by June 30, 1954 
f Vfaintenance and re pan The rates approved by the Board 


vary widelv from one trade route to another as is indicated by the 
following table 


Subsidy rates Vaintenance and repa 


The repair practices of foreign competitors have considerable 
influence in the resultant rate determinations. The trend of foreign 
operators to have their repairs performed in the cheapest repair areas 
whereas American subsidized operators are obliged to accomplish their 
repairs in the United States, will tend to increase the subsidy rates. 
The opening of new repair areas (such as Japan and Germany) which 
obviously are cheaper, have drawn foreign-flag competitors away from 
the United States re pair centers in certain trades 

Repair costs used in establishing these rates are based on priced-out 
specifications furnished the Maritime Administration through the 
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facilities of the United States Salvage Association, Inc., New York 
City, who have representatives or agents in all principal ports of the 
world. ‘The trend in costs reported support cia statements showing 
substantially lower repair costs in foreign qret The table below 
shows the cost levels for certain repair areas in belitiels to the United 
States Atlantic coast. 


United § s Atl 10 ( 
Net! " ® s 
Ital s 52 9 { 


From the above table it can be seen that an American operator's 
repairs would cost approximately 45 percent less in Netherlands, 38 
percent less in Japan, and 44 percent less in Germany in the vear 1951 
It should also be noted that devaluation of foreign currencies in 1949 
had considerable effect upon the levels of cost. Thus, devaluation of 
foreign currencies, changes in foreign-flag competition, changes in the 
cost levels for the repair areas of the world, all influence the overall 
costs which are used in establishing the subsidy rate. In addition, 
payments on this account will increase as the average age of the 
subsidized vessels becomes higher, because older ships require more 
and costlier repairs than newer vessels. 


( FLUCTUATIONS IN OVERSEAS TRAFFI( 


The foreign-trade water-transportation industry, like all other 
transportation media, performs a service function and is dependent 


upon other types of industries for its livelihood. The basie condi- 
tions which create fluctuations in the volume of available waterborne 
traffic are beyond the control of the industry Its opportunities to 


develop traffic are sharply limited; as a rule it merely carries the traffic 
which is to be moved. The financial results of ship operators depend 

large part, therefore, upon their ability to adjust their services to 
extreme fluctuations in traffic and, where possible, to deploy their 
fleets in areas of profitable employment 

Some idea of the degree to which United States-flag vessels engaged 
in performing services in the foreign trade are affected by traffic 
fluctuations may be gained from an examination of the United States 
foreign-trade statistics. These statistics in general show that the 
United States foreign trade is marked by wide fluctuations which are 
the result of political developments, euualivs restrictions, socio- 
economic changes, and meteorological developments. Any of these 
elements, or a combination of them, may produce profound effeets 
upon international trade. 


1. Volume of traffic 

An analysis of the fluctuations that have occurred in the United 
States foreign trade shows on an overall basis that they do not affect 
the various major types of ocean carrier services tanker, liner, and 
nonliner) to the same degree nor in the same manner. 
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a) Tanker traffic.—The movement of petroleum and petroleum 
products, considering both exports and imports together, has shown a 
marked increase which, with a few minor annual exceptions, has been 
steady. Actually, tanker carryings from United States ports have 
declined sharply—from about 18.6 million tons in 1937 to about 10.9 
million tons in 1952. However, inbound tanker carryings have more 
than offset this decrease since they have been increased from about 10.4 
million tons to about 51.5 million tons during the same period. It is 
obvious, therefore, that an opportunity existed for increased tanker 
employment 

If such data were the only criteria for determining the success or 
failure of ship operations, one could be optimistic about the position 
of United States-flag tanker vessels in the foreign trade, especially 


since between 1937 and 1952 they had obtained a substantial share 
of the increased petroleum traffic. While tankers during most of the 
post-World War II period were in short supply, United States-flag 
tankers have benefited somewhat from the 50-percent cargo preference 
policy. In view of the tight supply-and-demand position for tankers, 
rates for the carriage of petroleum and petroleum products were at 
a very high level and United States-flag tankers were able to operate 
freely in the foreign trade in competition with low-cost foreign-flag 
tankers. This situation is now changed. Tankers are now in a 
surplus position not because traffic has decreased but because many 
new tankers were built within the past few years. As a result, tanker 
rates have fallen to very low levels and the high-cost United States- 
flag tankers are meeting with strong foreign-flag competition—a con- 
dition which is expected to continue for some time to come. 

(b) Nonliner traffic.—Nonliner operators in contrast with liner 
operators also have experienced extremely wide fluctuations in the 
volume of outbound traffic which has been available to them during 
the post-World War IL period, as can be seen in the following table: 


Y Ys of anh } so 
Volume of United States oceanborne dry-carqgo ex port 


MS 17.9 91.8 


The large amount of nonliner outbound cargo moved during 1948, 
1951, and 1952 was due to unusual emergency conditions and much 
of this freight was transported by United States Government-owned 
ships which are now in the reserve fleet. Most of this emergency 
traffic has now disappeared, with the result that the traffie for 1953 
was much smaller in volume. Two commodities—coal and grain 
accounted for virtually all the abnormal post-World War II outbound 
cargo movement from ports of the United States. 

Nonliner imports have not been subject to the same wide fluctua 
tions as nonliner exports, as is shown in the following table: 
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\ olume of United States oceanborne dr j-cargo import fore ign trade 


{In millions of long tons] 
Year Total Liner Nonliner 
1948 30.4 ”), 2 0.2 
1950 37.4 24. 1 
194] 19.2 40 2 
1952 39. 2 22. 8 6. 4 


Nonliner inbound traffic has increased rather sharply from 10.2 
million tons in 1948 to 16.4 million tons in 1952. In view of the grow- 
ing dependence of the United States for certain raw materials, espe- 
cially iron ore, this trend is expected to continue provided the steel 
companies do not build industrial-type carriers to transport most of 
their raw material requirements. 

(c) Liner traffic. In marked contrast to the volume of nonliner 
traffic, liner vessels carried a fairly steady amount of traffic. How- 
ever, this relative stability may indicate a difficult future position for 
liner-type vessels since they transported during 1948, 1951, and 1952 
a substantial quantity of the two commodities which moved in 
abnormally large volume. If that traffie is deducted from the total 
outbound carryings by liner vessels, it would appear that somewhat 
smaller quantities of regular liner traffic were available outbound 
during a period of lush traffic. Liner inbound traffic has shown a 
modest increase and a rather stable volume of traffic 

far the discussion has dealt with overall traffie figures which 
are of much more significance to operators whose vessels are operated 
in accordance with the flow of traffic. Liner operators are not in this 
category, however, because their ships are operated on one or at the 
most a few routes. Such a condition is also characteristic of most 
United States-flag nonliner operators whose vessels are engaged largely 
in the movement of United States foreign aid cargo, both military 
and economic. In such cases the volume of traffic available on the 
routes over which those liner and nonliner vessels are operated is of 
decided importance to the operators in question and wide fluctuations 
in traffic on those routes has a marked influence on ship operating 
profits. Such fluctuations are not uncommon. For example, liner 
exports on trade route No. 1 (United States Atlantic ports to east 
coast of South America) fluctuated from 1,639,000 long tons in 1948 
to 840,000 tons in 1950 and 1,264,000 tons in 1951, and 1,003,000 
tons in 1952. On trade route No. 4 (United States Atlantic ports to 
Caribbean ports) liner exports were substantially stable but liner 
imports declined steadily from 2,113,000 long tons in 1948 to 759,000 
tons in 1952. On trade route No. 10 (United States North Atlantic 
ports to Mediterranean area) liner imports were relatively stable, but 
liner exports declined from 1,433,000 long tons in 1948 to 1,158,000 
tons in 1950, but increased to 1,614,000 tons in 1951 and then declined 
to 1,402,000 tons in 1952. It is obvious, therefore, that relative 
stability of liner traffic on an overall basis is not indicative of the 
stability of traffic on individual trade routes 
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2. Fore iqn-flag competition 


Foreign-flag competition has been and continues to be the most 
important element affecting the ability of United States-flag vessels 


to obtain their share of traffic. For example, in the prewar years 
of 1937 and 1938, United States-flag vessels carried slightly over 
one-fourth of the total export-import dry-cargo traffic. In those years 


foreign-flag vessels carried practically all nonliner traffic and well over 
one-half of the liner traffie (57 percent in 1937 and 63 percent in 1938 

United States-flag vessels have fared somewhat better in the postwar 
period Immediately after the war United States liner carryings by 
a substantial margin exceeded 50 percent of the total liner traffic 
on essential trade routes. This participation has been declining some- 
what in the more recent years, reaching a low of 44 percent in 1949 
However, the situation improved during 1950, 1951, and 1952, wher 
the percentage participation in those years reached 47, 50, and 48 


percent, respectively. Participation of United States-flag vessels in 
nonliner carryings is largely a postwar development and has showr 
wide fluctuations in percentage of traffic carried. For example, their 


carryings have ranged from a high of 38 percent in 1948 to a low of 
percent in 1950, but increased again in 1951 and 1952 to 33 and 
21 percent, respectively 

\ substantial portion of the nonliner traffic increase was accounted 
for by United States-flag vessels which were withdrawn on a tem 
porary basis from the Maritime Administration reserve fleet t 
supplement the capacity of the privately owned fleet. 

The availability of cargo tonnage to United States-flag vessels has 
been increased as a result of the 50 percent requirement in the several! 
foreign assistance programs. However, it is unlikely, barring unfore- 
seen developments, that these programs will continue in as prominent 
a role in foreign trade as they have in the past 7 vears. Moreover, as 
has been previously pointed out, the principal foreign maritim« 
nations are offering increasing competition to United States-flag 
vessels for the available traffic This subject Is given detailed treat 
ment in a following section 


S Av com petition 


Overseas air transportation, which has developed rapidly in the 
postwar period, offers important competition to the shipping industry 
in transportation of passengers and mail and, to a much lesser extent 
in treight. It is, however, difficult to measure the exact extent of 
this competition as it seems evident that the air services, to an un 
determined extent, have developed a type of traffic of their own botl 
with respect to passengers and cargo 

The growth of overseas air passenger transportation is illustrated 
by the fact that 810,000 passengers arrived by air during 1952 in con- 
trast to the 25,000 such arrivals in 1938. Passengers entering the 
United States by sea during the postwar period have remained at 
about the 1938 level of 577,000, reaching a peak of 623,000 in 1952 
However, as shown in appendix table 9, United States-flag ships 
showed a considerable gain in their passenger carryvings since World 
War IL as compared with 1937 and 1939 performances. Furthermors 
passenger vessels have been in short supply postwar, thereby pre 
venting more people from traveling by water, particularly in th: 
early postwar vears. The fact remains, however, that overseas 
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passenger air transportation has deve ‘loped to such an extent that in 
1952 there were more arrivals in the United States by this mode of 
transportation than there were by sea, and it seems reasonable to 
conclude that such competition has had a deterrent effect on the 
investment of new capital in passenger-carrying ships. 

While air cargo accounts for an insignificant percentage of total 
United States export and import traffic, airlines offer certain competi- 
tion to the shipping industry on certain types of cargo, particularly 
inh high- valued luxury goods, precious stones and metals, and some 
other commodities such as highly perish: ile. goods which move only 
by air. They also — te for vital machinery parts, not because of 
their intrinsic value but due to the urgency of their need. 

,. Government competition 

The third element which may affect traffic available to United 
States privately owned ships is Government operation of ships such as 
by the MSTS. The general policy of the MSTS operation is to 
transport military-controlled passengers and cargo to areas either not 
served by private companies or to points to which privately operated 
tonnage is inadequate; and to move support material for military 
— However, commercial lines at times have averred that 
the Government operation has taken cargo which appropriately could 
have been carried by commercial carriers. It is not possible to esti- 
mate the extent of such traffic because of the difficulty in drawing a 
firm line of distinction between what is appropriately MSTS traffic 
and commercial traffic. However, the policy of moving military 
traffic to the greatest extent possible in commercially operated vessels 
appears sound and should be continued and extended wherever 
possible. 


b. Possible alte rnative solutions 


Since ocean tre msporti ition, like other transportation media, is a 
service industry and as such is dependent upon national and inter- 
national trade for its livelihood, it is clear that the basic conditions 
which create fluctuations in the overall volume of oceanborne trade 
are beyond the control of the shipping companies. Principal basic 
conditions influencing the volume of commerce have been discussed 
more fully under the previous topic. 

Financial results which United States steamship operators are able 
to show depend in part upon their ability to adjust to extreme fluctua- 
tions in traffic, and to deploy their fleets in areas of profitable e mploy- 
ment. Some idea of the means available for adjusting to fluctuations 
in traffie can be obtained by examining some of the measures which 
have been alae ‘d to meet various conditions. 

The preceding analysis indicates that one of the principal problems 
is that of meeting peak traffic levels, which may be of relatively short 
duration. It is obvious that private operators will be unable to attract 
= ient capital to maintain continuously a fleet adequate to meet 

ak traffic requirements, with the prospect of having to lay up excess 
sc once those requirements have been met. During the past 
30 years extraordinary demands for shipping requiring lifting capacity 
bevend the ability of the United States privately owned merchant 
fleet have been met through the use of Government-owned tonnage 
which has been broken out of lay-up as the need has arisen. After 
those needs were met, the ships were again immobilized. Availability 
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of Government-owned ships for emergency use obviates the necessity 
for private companies to maintain large reserve capacity which would 
be a drain on their financial resources and permits them to concentrate 
on acquiring and operating a fleet which has reasonable prospect of 
profitable employment under more normal conditions of foreign trade. 

There are certain limitations and problems involved in the use of 
vessels from the reserve fleet to meet commercial requirements. For 
example, vessels placed in the reserve fleet may not be sold without 
legislative authorization and are prohibited by law from being used 
for commercial operation, except by charter after public hearing or 
by the Government during periods of national emergency as pro- 
claimed by the President. Thus, because the use of these vessels is 
limited, they do not act as a drug on the shipping market when the 
emergency passes. The twilight zone between emergency and normal! 
conditions poses special problems in the use of Government-owned 
ships, particularly when such ships enter into competition with pri- 
vately owned tonnage. Consequently, sound administrative judgment 
and restraint with respect. to the level of participation of Government- 
owned fleet in itself could tend to encourage the attraction of new 
capital to the shipping industry. 

Several steamship companies have established services to more than 
one foreign trading area and for this reason are in a position to diversify 
their operations. To some extent this fluidity of operations protects 
them from economic or political conditions which may temporarily 
depress the level of the traffic in any one area. It also permits greater 
flexibility of operation by enabling the operators to shift their vessels 
from a less active trading area to one more active. 

Here again certain limitations, both legal and practical, are imposed 
which may prevent ship operators from extending their operations to 
several trading areas. A very practical consideration is that there 
may be insufficient cargo available to permit profitable operation for 
more than a limited number of operators. Moreover, subsidized 
carriers are not permitted to operate on routes and services other 
than those for which they hold operating-differential subsidy contracts 
without prior approval of the Maritime Board. In this respect there 
appears to have been a tendency in the United States to encourage 
the existence of a number of shipping companies which to a certain 


extent compete with each other. A number of foreign maritime 
nations, on the other hand, have tended to encourage the formation 
of very large companies or combinations, thereby lessening competi- 
tion among vessels of the same flag. The possibilitie s of economy and 


efficiency, as well as improved utilization, through consolidation should 
be further explored 

Some United States shipping companies have been able to strengthen 
their financial position through industrial operations either directly or 
through associated companies. Some of these companies either 
directly or through subsidiary companies have assumed a major role 
in the industrial development of various countries. Such companies 
frequently arrange their steamship schedules so that they serve as 
industrial carriers in one direction and common carriers in the other. 
These companies are not entirely dependent upon their steamship 
operations, and furthermore, can count on a certain amount of com- 
pany-controlled traffic for their steamship operation. Also, oil 
companies and other operators of tankers have placed large numbers 
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of ships under nearby foreign friendly registry but retain ownership 
either directly or through affiliated companies. ‘This arrangement 
has also been used to a lesser degree by some dry-bulk carriers. Ships 
so registered enjoy certain financial advantage in the form of lower 
operating costs, less rigid safety requirements, and more favorable 
tax treatment. At the same time they are permitted to engage in 
operations wherever there is a demand for such ships, with the excep- 
tion of the domestic trade of the United States. 

An interesting development in passenger transportation is reflected 
in arrangement between some of the steamship companies, and the 
airlines, whereby passengers can go one way by air and return by 
sea, or vice versa. This arrangement enables both transport agencies 
to share in the passenger traffic, and probably results in the building 
up of additional traffic for both types of carriers. 


D. INTENSITY OF FOREIGN COMPETITION 


ri Com pe tative position of fore ign-flag sh ips 

The demand for merchant-type ships by the military during World 
War Ii and the tremendous ship-construction program which was 
inaugurated to meet this demand resulted in increasing the number of 
vessels under United States registry from 1,379 self-propelled ships of 
about 11.7 million deadweight tons in 1939 to 4,861 ships of about 
50.4 million deadweight tons in 1946. In contrast, the number of 
foreign-flag ships decreased from 11,419 of 68.9 million deadweight 
tons to about 7,584 ships of 48.8 million deadweight tons during the 
same period. As a result, the United States Fleet which had repre- 
sented only 14 percent of the total world deadweight tonnage before 
the war, represented 51 percent in 1946. The availability of this 
greatly expanded merchant fleet enabled the United States to par- 
ticipate temporarily in world traffic to a relatively greater degree than 
before the war. However, the rehabilitation of foreign-flag fleets 
since 1946 and the laying up of more than half of the United States 
merchant fleet has diminished the significance of the United States 
merchant marine in world trade. Appendix table 16 shows the num- 
ber of ships and total tonnage of the principal merchant fleets of the 
world as of 1939, 1946, and 1952. 

During World War II the carrving capacity of foreign-flag merchant 
marines was sharply reduced—from 68.9 million tons to 48.8 million 
tons between September 1, 1939, and June 30, 1946. However, it is of 
interest to note that several foreign merchant fleets—-notably the 
British, Argentine, Brazilian, Pan American, Spanish, Swedish, and 
Russian merchant fleets—-were able either to hold their prewar posi- 
tion or to increase the size of their merchant fleets. But other foreign 
national merchant marines suffered serious reductions in ship carrying 
capacity; notably, Denmark, France, Germany, Greece, Italy, Japan, 
Netherlands, and Norway. 

The United States Government as part of its policy to aid in the 
postwar economic world reconstruction program enacted in 1946 the 
Merchant Ship Sales Act authorizing the sale of surplus Government- 
owned war-built ships to United States citizens and, with certain limi- 
tations, to foreign nationals. Under the act, 1,113 ships were trans- 
ferred to foreign registry, primarily European. In addition, foreign 
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maritime nations have engaged in a large scale postwar building pro- 
gram of modern vessels specially designed for the particular trades in 
which they are to be employed. By the end of 1952, the merchant 
fleets of foreign countries had been increased by 2,995 vessels. Since 
the United States fleet was decreased by 1,421 vessels in the same 
6-year period, largely as a result of sales of Government-owned ships 
and transfers of privately owned United States-flag ships to foreign 
registries, the net increase in the world fleet was 1,574 vessels. Thus 
at the end of 1952, the United States-flag fleet had declined to 32 
percent of the total world deadweight tonnage. In terms of active 
vessels, however, United States-flag ships constituted only about 10 
percent of the total. 

By the end of 1952, however, the merchant fleets of all foreign-flag 
countries excepting Germany, Japan, and Greece had been able to 
increase the carrying of their respective merchant fleets above prewar 
levels. Of the three countries whose fleets are still below prewar levels, 
Germany and Japan have embarked upon large shipbuilding programs, 
and they are e xpec ted to provide a great de al more compe tition as the 
size of their fleets is increased. 

Another element of some importance is the fact that there are some 
14 countries which, for the first time, have merchant fleets registered 
under their own flags. Those countries previously were dependent 
upon foreign shipping for the oceanborne movement of commodities 
vital to their economies. Many of those countries are in the “soft 
currency” bloc, and thus are desirous of conserving their dollars by 
saving shipping charges that they would have had to pay had they not 
set up their own merchant fleets. 

Not only have most foreign maritime nations rehabilitated their 
merchant fleets to prewar status with respect to number and dead- 
weight tonnage, but in so doing, their rebuilding programs have re- 
sulted in a fleet of more modern and efficient vessels. As a result, 
their competitive position has improved even beyond that reflected in 
the figures showing number and tonnage of vessels. 

The effect of such competition is felt in the ability of American-flag 
vessels to obtain a substantial share of the United States foreign 
trade traffic. For example, in the prewar years of 1937 and 1938, 
United States-flag vessels carried only about one-fourth of the total 
export-import dry-cargo traffic. In those years foreign-flag vessels 
carried practically all nonliner traffic and well over one-half of the 
liner traffic (57 percent in 1937 and 63 percent in 1938). In the post- 
war period, United States-flag vessels have fared better. Immedi- 
ately after the war, when foreign-flag shipping had not yet been 
rebuilt to prewar levels, United States liner carryings by a substantial 
margin exceeded 50 percent of the total liner traffic on essential trade 
routes. This participation has been declining somewhat in the more 
recent years and during 1950, 1951, and 1952 the percentage partici- 
pation in those ves ars amounted to 47, 50, and 48 percent, respectively. 
Participation of United States-flag ane in nonliner carryings is 
largely a postwar development and has shown wide fluctuations in 
percentage of traffic carried. For example, their carryings have 
ranged from a high of 38 percent in 1948 to a low of 10 gre in 
1950, but increased again in 1951 and 1952 to 33 and 2 percent, 
respectively. However, a substantial portion of the U tite ‘d States- 
flag nonliner traffic during the years of high participation was carried 
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by vessels owned by the United States Government all of which have 
now been returned to the reserve fleet. 


. Other factors 


There are several other elements of considerable importance affect- 
ing the competitive position of United States-flag ships. These 
elements include restrictions on currence y, Which cause the diversion 
of cargoes to national-flag vessels or vessels of other soft currency 
countries and controlled routing of cargo. The latter is accomplished 
by making instructed nontang by foreign-flag ships part of the terms 
of purchase contracts, r by including similar conditions in letters 
of credit and the ike. ‘Soca nationals and foreign governments 
also control the routing by making purchases in the United States on 
an f. o. b. or f. a. s. basis, thereby reserving their right to arrange for 
transportation. 

Other practices which sometimes make it difficult for United States- 
flag ships to compete freely for international cargo include: (1) Grant- 
ing reductions on charges levied against national-flag ships as com- 
pared with United States and other foreign-flag ships for port charges 


of various types; (2) granting berthing priorities to national-flag 
ships in areas where port congestion exists, which places United 
stat s-flag ships at a particular disadvantage because of their high 
operating costs: and } favoring national-flag fleets by reducing (in 
some cases up to 50 percent the fee charged for consular invoices if 
shipment is made in national-flag vessels 

These other factors are discussed in more detail in the following 
section dealing with fore) rm vovernment shipping aids 


I FOREIGN GOVERNMENT AID 


As already noted, ships under fore on-fl: Y registry are less costly 
to eonstruct and operate than comparable ships of United States 
reaistry Even with these economic advantages, foreign governments 
have improved the competitive position of their respective merchant 
fleets by means of public assistance These aids are both of the direct 
and indirect tvpe Some are designed to reduce ship construction 
costs: some are intended to lower operating costs. Others are in- 
tended LO develop and stab lize national merchant fleets by prefer- 
ential means or to discourage foreign-flag sl] ipping by discriminatory 
methods As a rule, foreign aid to shipping and shipbuilding is of 


the indirect type; nevertheless some countries provide valuable direct 
types of assistance as well. 
1. Construction and operating aid 

No uniformity exists in the types and value of assistance granted 
by foreign governments to their own merchant vessels; they differ 
in accordance with the dictates of national policy and nation: al e xpedi- 
ency. Aids granted to reduce ship construction costs may be in the 
form of construction subsidies based upon carefully defined vessel 
characteristics such as size, speed, and type; exemptions from customs 
duties on shipbuilding and ship repair materials and components; 
subsidies to shipyards and steel mills; loan guaranties at interest rates 
which are lower than those prevailing in the open market; interest 
contributions, and liberal amortization, and other tax benefits. Of 
these aids, benefits accruing from rapid amortization are most com- 
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mon; indeed a study of the tax legislation of 12 foreign countries whose 
merchant fleets are serious competitors of United States-flag vessels 
shows that valuable aid is granted these foreign merchant fleets in 
the form of rapid depreciation either in the accelerated form or by 
means of unrealistically high normal depreciation rates. Moreover, 
some countries, especially those whose currencies have been seriously 
inflated, permit these shipowne rs to base their depreciation upon 
replacement costs either in full or in part rather than upon original 
cost as 1s required of United States aaeue rs. The benefits of this 
tax legislation is substantial since shipowners who can take advantage 
of these benefits are provided with a substantial portion of the capital 
needed to purchase a vessel on an interest-free basis. 

Aids granted to foreign shipowners for the purpose of reducing 
operating costs are not as numerous as those which result in lowering 
construction costs. Nevertheless, in some countries this type of aid 
is especially worthwhile. Some countries provide mail contracts 
which ein fore eae ships to a greater degree than if the mail 
were transported at international rates; exempt their operators from 
the payment of income taxes for a stipulated period of time or, like 
Panama and Liberia, do not provide for the payment of any income 
tax; provide terminal facilities at low rental rates; or grant genera] 
navigation bounties based upon the type of service operated, stipu- 
lated ship characteristics, and the number of days operated. 


) 


2. Preferential and discriminatory practice S 

Foreign aids described above are not considered to be undue or 
unjust since they do not preclude or restrict ships of United States 
registry from operating freely in all trade routes. However, foreign 
policies which grant undue preference to their own flagships or which 
discourage other national-flag ships from operating create problems 
which are of direct concern to all other flag merchant fleets operated in 
competition with them. Since World War II these discriminations 
have become fairly general in certain parts of the world, particularly 
in Latin America. While United States-flag ships appear to have been 
singled out in only a few cases as the intended target, nevertheless 
ships of United States registry are affected more seriously than other 
foreign-flag operators who are discriminated against because of the 
significance of the trade of their countries to their operations. For 
this reason, the problem will be discussed rather fully in this report. 

(a) Number of complaints.—American operators in the foreign trade 
have reported difficulties due to laws, regulations, or practices of cer- 
tain countries which are preferential to their own nasa flag vessels 
or otherwise have a discriminatory effect on American shipping. 
Sometimes the intent of these laws is preferential due to a desire to 
favor and promote the national-flag merchant marine of the foreign 
country. In many cases, however, such intent is only incidental or 
secondary to a desire to protect the foreign exchange position or to 
raise revenue. Regardless of intent, practices which influence the 
routing of cargo away from United States-flag vessels or subject them 
to additional charges or obstacles are a handiecs ap to the development 
and maintenance of the American merchant marine. 
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Since 1949 the principal cases brought to the attention of the 
Maritime Administration may be summarized as follows: 
Items of complaint 37 
Number of foreign countries 20 
Number of United States-flag owners LS 


Of the 18 operators reporting difficulties and requesting assistance 
in removal thereof the majority were subsidized lines 


Subsidized lines 12 
Unsubsidized lines 3 
Unsubsidized lines associating themselves with requests of subsidized lines } 
Total LS 
Complaints have emanated only from companies operating berth 
services except for one car-ferry service. Such companies are par- 


ticularly concerned because they cannot easily shift their operations 
as continued regular performance on the route is a necessary factor to 
success. United States liners must compete with the national-flag 
lines of foreign countries. They are therefore vulnerable to local 
preferential measures 

Participation of American tramps in the foreign trade in recent 
vears has been made possible by the following special or protective 
situations by | The existence of the immeciate postwar shortage of 
ships pending rehabilitation of foreign fleets: 2) the employment of 
tramps by Department of Defense (MSTS) in military programs; and 
(3) the requirement that 50 percent of foreign-aid shipments move on 
United States vessels 

American tramps are not now generally engaged in the strictly com- 
mercial foreign trade of the United States or in the world cross-trades 
because of their high costs relative to foreign costs. However, should 
United States tramp operations be extended to the competitive tramp 
trades they would undoubtedly be at a greater disadvantage if they 
were required to accept payment in foreign currency which could be 
converted to dollars only at a loss. 

While a few American-flag tankers have engaged in competitive 
commercial employment in the foreign field, most of their foreign 
activity has occurred in protected services such as: (1) Employment 
by the Military Sea Transportation Service; (2) employment for for- 
eign aid programs shipments where 50 percent flag participation is 
required; and (3) employment in the service of oil companies. 

In these operations, tankers are not exposed to foreign discrimina- 
tion and the payment of freight charges is made in dollars. Even 
where oil producing and marketing companies use tankers operated 
by foreign subsidiaries, arrangements are usually made whereby 
freight charges are paid on a dollar basis. The few independent 
tankers engaged in foreign commercial operations, usually accept for- 
eign currencies which are converted to dollars through broker chan- 
nels. 
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Beeause most of the expenses of { ted States vessels must be paid 
in dollars, the currency problem, even when there is no discrimination 








A REVIEW OF MARITIME SUBSIDY POLICY oY 


intended, is a serious matter for United States liners, tramps, and 
independent tankers Discriminat ry practices increase the disparity 
in costs. Even subsidized liners are affected by those practices 
because United States subsidy payments do not con side ‘r those charges 
or practices. 

Unsubsidized liners, tramps, and tankers, while exercising greater 
flexibility of schedules, cannot comple te ly avoid the effects of dis- 
criminations practiced by foreign countries. Inequities resulting from 
currency exchange apparently will continue to be an obstacle to our 
vessels in many trades until the world balance of trade is adjusted. 

(d_) Preferential practices in the United States —In comparison with 
the foreign practices mentioned above, there are no similar preferential 
arrangements in this country favoring United States-flag ships, with 
the possible exception of dual scale ot consulat charges paid by ships 
Under our statutes United States-flag vessels are exempt from the 
payment of fees for normal consular services, whereas foreign-flag 


vesseis are re juired ft O pay nominal charges Kore i rh flag vessels are 
charged a $2 fee by our consulates for administering oath and certifi 
cate for visa of the alien crew list, with a similar small fee for optional 
services. Thus the differential between United States-flag and foreign- 
flag vessels in the United States in this respect is trivial. United 
States-flag vessels proceeding to certain foreign countries are obliged 


to pay manifest and crew list visa fees to consulates which, in one 
country, amount to hundred of dollars, particularly when overtime ts 
involved. In contrast, the vessels of that particular country enjoy a 
50-percent discount 

It is the standard United States practice to Make the same charg 
against all vessels regardless of flag. Regulation in connection with 
export or import licenses are not influenced by the flag of vessel, nor is 
there any known inequity in the matter of exchange of curreney. In 
these items, United States-flag vessels have justifiable complaints 
regarding the preferential practices of certain foreign countries. 

Whereas the statutes authorize collection from foreign vessels of 
tonnage dues and light money which are not levied against our own 
vessels, the statutes also provide that they may be eliminated by 
treaty, Presidential proclamation, or special act of Congress. In 
prac tice the Vv are waived by one of these ap yproved methods. There are 
also one or two other minor preferential measures in the statutes 
which are not applied. 

Cargo preference provisions of the foreign assistance laws are not 
regarded as being in this category and are discussed at a later point 
in this study. 

(e) Possible alternati ‘ solutions An indication of the progress 
made toward adjustment of complaint of discriminatory practices 1s 
given in the following table: 


Items adjusted ‘ ‘ 
Items temporarily or partially adjust : 
Adjustment promised 








Status uncertain or 1ati 
Recent dilfficultic ‘ 
Unsatisfactory outcome ne 


most 5 


Total 22 
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On oce: ms United States-flag liner companies have 1 ade progress 
toward Treiovi ol preierent al licensing arrangements and other ob- 
Lie 1) reaching agreements through their own efforts In some 
anes roreign overnments have relaxed their restrictions Gien- 


howeve! the measures taken by the lines themselves have 


proven inadequate without supplemental support from the Maritime 
Administration and/or the Department of State Some inequities 
have been overcome DY the action of the Maritime Administration in 
granting waivers whereby vessels of foreign nations may participate in 
movement of traffic financed by the kxport-Import Bank. 

In a few instances relief has been obtained solely through diplomatic 
representations. However, when there is a strong desire on the part 
of a foreign country to favor and develop the national merchant ma- 
rine, or when the currency issue is serious, prompt relief may not be 
easily obtainable In such cases, other methods must be employed to 
alleviate the problem, 

One method used at times by the Government is to take advantage 
of negotiating opportunities. Such an opportunity arises in connection 
with Public Resolution 17 and loans of the Export-Import Bank. 
Whereas the resolution requires shipment by United States-flag vessels 
unless the Maritime Administration certifies they are not available, 
recipient-nation vessels, under waivers of the total United States-flag 
requirement, may be allowed to participate with our vessels. When 
countries which engage in discriminatory practices have applied for 
such waivers the Maritime Administration has utilized the opportunity 
to request the removal of the offending regulations in return for par- 
ticipation in Export-Import Bank traffic. Within the last year waivers 
of this nature have materially influenced the relief measures obtained 
from two foreign nations; in several previous Cases they have con- 
tributed to solutions obtained. Additionally, waivers have been 
granted to countries which have not adopted discriminatory practices 
upon their assurance that the existing equitable treatment of our ves- 
sels will continue. On the other hand, waivers have been denied to 
two countries in view of their persistent policy of discrimination detri- 
mental to United States-flag ships 

Other activities of our Government offer potential opportunities for 
exerting a helpful influence, particularly where grants are made to 
foreign interests. Under our foreign-aid programs, most of the statu- 
tory enactments provide that 50 percent of the shipments shall move 


by United States-flag vessels. There is no statutory provisions as to 
how the other 50 percent shall move and it is usually carried by vessels 
of the recipient nation or such other vessels as that nation desires to 
use In cases of discrimination which have not been adjusted by other 
means, it may be possible for our Foreign Operations Administration to 
bring tory solution 

An avenue is through section 26, act of 1916. Under this 
statute, the Federal Maritime Board 1s directed to investigate com- 

aints and repo o the President, who in turn is authorized to em- 
pl y dipiomats CLLOI oO obtain eq lpr vile ; for our vessels in the 
for nce ailing in this effort, the President may make recom- 
ri tions to Congress 1b a special Message The Board and its 
predecessors have acted under the instruction to investigate discrimi- 


nations, but the balance of the procedure has generally been short- 


circuited by direct presentation to the Department of State for nego- 
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tiation This has the advantag ol SS publi t\ and probably 
prompter action The full procedure col nplated in section 26 
howev¢ r, may be desirable in some cases 

section 19, Merchant Marine Act of 1920, authorizes the Federal 
Maritime Board to make rules and regulations affecting shipping in the 


foreign trade to meet unfavorable conditions arising out of foreign 
laws, pang or regulations or competitive practices. This procedure 
hs as in t | ‘pas st been applied in the ease of 1 infavoral ble aets by foreign 
shipping interests. It may be useful when diplomatic negotiations 
have been unsuccessful and further action appears necessary. 

Treaties with foreign countries offer another possibility; the De- 
partment of State has already negotiated treaties of friendship for 
commerce and economic development with certain countries, contain- 
ing shipping clauses which should eliminate most discriminations 

gainst our vessels when trading with those countries. However, its 

application has not as yet been extended to those countries where such 
discrimination is acute. Treaties are generally broad in scope and 
cover many activities, often requiring several vears for negotiation 
and approval. They should not be looked upon as a prompt means 
of disposing of discriminatory practices. However, once negotiated, 
they should assist materially in preventing new cases. In this connec- 
tion, reciprocal agreements of a special nature, including those to avoid 
dual taxation, offer better prospect of prompt conclusion than general 
treaties. 

One other possibility is the use of multilateral agreements brought 
about as a result of joint action through an international organization 
such as the International Maritime Consultative Organization 
(IMCO). This subsidiary agency of the United Nations for interna- 
tional maritime matters has not as yet received ratification of the 
required number of countries and cannot be looked upon as an imme- 
diate source of remedial action. 

It is believed that the best method of eliminating discrimination 
against United States-flag vessels by foreign governments is through 
diplomatic negotiation, both informal and formal, and in utilizing with 
these negotiations every opportunity in which the foreign nation 
desires some concession from the United States. This procedure 
requires the close cooperation of the Department of Commerce and 
the Department of State. 

In view of the many activities of our Government in support of 
foreign governments or enterprises in which they are interested, the 
cooperation of all agencies of our Government may reveal additional 
opportunities to influence foreign nations in these matters 


I BLOCK OBSOLESCENC!I AND VESSEI REPLACEMENT 
Kio] f the 1.297 shit on wreially 
“ightv-one pereent ot the 1,249¢ ships comprising t ie commeretally 
operated United States domestie and foreign fle vill be 20 vears old 


1 


during the period 1961 
placement vear of the ships in 
20-vear life \pproximatels the same percentage of the Government- 
owned reserve fleets and ships operated for the Government will also 
be 20 vears old during the same period lf the ae tive I hips are to be 
replaced when they become 20 years old, a total of ) keels would 
have to be laid within the 3-vear period from 1961 to 1963 This is 


and 1965. Appendix table 15 shows the re- 
he present active fleet, based on a 
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the substance of the “block obsolescence”’ problem facing this country 
This problem is not new; it is merely a repetition of the post-World 
War | ship-replacement problem as evidenced by the following 
quotation. In 1937 the Maritime Commission reported to Congress 


that: 


The outstanding weakness of our merchant marine is its high degree of obso- 
lescence This is true not only of the total seagoing fleet but of the various 
subdivisior As of May 31, 1937, there are 1,422 oceangoing vessels (of 2,000 
gross tons and over), aggregating 8,407,000 gross tons, registered under the 
American flag Of this fleet a total of 1,305 vessels of 7,402,000 gross tons (91.8 
percent of the number and 88 percent of the tcnnage), will be 20 vears old or 
more by 1942 More than 400 vessels, aggregating nearly 2,500,000 gross tons 
about 30 percent of both number and tonnage of the entire fleet), are already 20 
or more years old 


The American merchant marine is again fast approaching this same 
conditior 
] Sh ipyard fac i118 a) d labor 

It is clear that if replacements are to be made only when ships 
creater number than those now in active operation and the labor- 
employment level would be greatly in excess of that which is econom- 


become 20 years old, shipvard facilities will be required in much 


ically desirable The peak shipbuilding vears would require 174 


shipwavs, whereas only 63 active commercial ways are currently 


NOr 


available \Moreover, a maximum of approximately 225,000 shipyard 
workers would be required, as contrasted with the 1953 employment 
level of about 23,000 workers. Between now and the peak period, 
the shipyards would have little or no work, and the shipyard employ- 
ment required as a nucleus for national defense would not be available. 
Consequently, any realistic program of ship replacement must be 
based upon a policy of spreading the replacement work over a longer 
period of time—a policy which is so important that it cannot be 
stressed too highly. A number of ships should be replaced before the 
end of their useful life and some vessels must be continued in operation 
when normal practice would require their replacement. 
2. Factors affecting sh ip construction 

(a) Present reliance by operators on war-built ships.—The bulk of 
the United States-flag fleet is composed of war-built ships acquired 
under the Ship Sales Act at prices which ranged from about $50 to 
$120 per deadweight ton.” Even assuming a maximum subsidy of 
50 percent, the current cost of new ships to operators would be approx- 
imately $150 per ton for an average tanker and over $300 per ton for 
an average dry “Cargo ship. While some part of the increase is due 
to higher speed, modern cargo-handling gear, improved crew accom- 
modations, and other features, estimated shipbuilding costs have 
more than doubled since 1939. Operators are reluctant to invest 
additional capital for the replacement of their existing ships so long 
as they can be operated at a profit. Such a situation does not en- 
courage much new construction at a time when most vessels are only 
about 10 vears old. 

h) Suitability of war-built ships fo7 com petiti e Ope ration. Most of 
the dry-cargo ships operated by the subsidized operators are of the 





20 Econ A M hant M we, U.S. Mar ( I i, No ver 10, 1937 
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war-built C-type cargo ships which form the modern portion of the 
United States fleet and operate at speeds ranging from 14 to 16% knots 
The nonsubsidize d dry -Cargo operators oe re ieaagie some C-type and 
Victory-type ships, but they operate a large number of 10-knot 


Liberty ships and other miscellaneous types of sensei 


During the past 30 vears, the speed of tramp ships has increased 
from 10 knots to aiid 14 knots and the speed of ships in liner service 
has increased to about 18 knots. Improvements also have been 
made in cargo-handling gear and in crew accommodations to meet 


increased habitability standards. In addition, more efficient power- 
plants are required to offset greatly increased fuel costs and addi- 
tional facilities are being provided for carrying frozen and refrigerated 
foods. Fleet modernization is a problem confronting all maritime 
nations in the world, but countries whose fleets were marke “dy reduced 
in size during World War II and are rebuilding or expanding their 
fleets with new construction do not have a serious obsolescence 
problem. Many of the fleets of these countries are now composed 
of such a large proportion of new ships that they are in a better 


competitive position than the United States fleet, and others soon 
will be. 

In general, only that portion of the war-built dry-cargo fleet con- 
sisting of the C-type ships are still competitive with ships of other 


nations, and even these are encountering increased foreign competi- 
tion. The remainder of the war-built dry-cargo fleet is already 
obsolete by most standards of comparison and may be considered 
submarginal for most commercial purposes. 

(c) Suitability of war-built ships for military and defense require- 
ments.—Most of the war-built fleet is not suitable for military and 
defense requirements which place emphasis on speed, fuel economies, 
and cargo handling. On June 16, 1953, Rear Adm. R. E. Wilson, 
United States Navy, Deputy Commander and Chief of Staff, Military 
Sea Transportation Service, stated before a Senate committee ” that 
the minimum speeds desired for military service should be 18 knots 
for dry-cargo ships, 22 knots for troopships, and 20 knots for tankers. 
Admiral Wilson further stated that fuel-consumption economies and 
modern cargo-handling facilities were of primary importance to 
defense planning. 

Need for a long-range sh ipbuilding program 

The foregoing analysis of the problems resulting from the existence 
of a large war-built fleet leads to the following conclusions: 

(a) The solution of the “block obsolescence” problem is of primary 
importance to the United States. 

(6b) The presence of large numbers of war-built ships purchased at 
favorable prices does not provide operators with an incentive to 
replace their ships at this time. 


(c) Ther ‘pl: acement of the active commercial fleet based on 20-vear 
ship-life expectancy will result in uneconomic shipway and shipbuilding 
labor rth sei nts 

(d) National defense requires that submarginal war-built vessels 
still operated in the active merchant fleet be replaced as soon as 


possible. 
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\ long-range program of 50 ships per year for 10 years was under- 
taken in 1938, which permitted the development of shipbuilding 
facilities and the employment of shipyard labor to the point where 
they could be expanded quickly to meet World War II requirements. 
The country is faced with pri actically the same block obsolescence 
problem today as existed in 1938 A shipbuilding program of 60 
ships a vear is of sufficient magnitude to solve these problems and also 
meet our shipyard nucleus requirements 

One approach Is the development of a program based upon an 
analysis of the individual replacement requirements of all United 
States operators. Such a planning policy would be basic to the 

eation of an overall program designed to meet both the commercial 


und ha ional cle f nse shipping needs of the country. It is believed 
that the prob] ms created by the existence of the war-built fleet can 
be solved only by a carefully phased long-range shipbuilding program 


Government guidance and assistance is essential for the implementa- 
tion of such a program 


V. Present SHIrpPpING Poticy AND GOVERNMENT AIDS 


This country’s merchant marine policy, which may be found in many 
I oislatir enactments over the past three deeades, Is clearly set forth 
in section 2 of the Merchant Ship Sales Act of 1946, which declares it 
to be the policy of the country to foster the deve ‘lopme nt and ene ourage 
the _n tenance of . merchant marine built in the United States and 


owned and manned by United States citizens and operated under the 
United Stat see nein to (1) transport all the domestic waterborne 
commerce; (2) transport a substantial portion of the United States 


foreign commerce; (3) provide service on all routes essential for main- 
taining the flow of waterborne commerce at all times; and (4) serve as 
a naval and military auxiliary in time of war or national emergenc 

In addition, Congress has declared that the merchant marine aa 
be supplemented by efficient American-owned facilities for shipbuilding 
and ship repairs, marine insurance, and other auxiliary services. 
1. Tra sportatio? of all domestic waterborne commerce 

The policy of reserving the domestic waterborne commerce of the 
United States to vessels built in the United States and owned and 
operated by United States citizens is as old as the United States 
Government itself. This policy has justified itself over the reach of 
the years by providing the United States during national emergencies 
with a substantial number of vessels of various types. Moreover, this 
policy has provided employment for a large number of seamen and a 
market for the products of American shipyards and other industries. 
In view of current international conditions and the essentiality of 
shipping to our military needs and our civilian economy, this policy 
should not be discontinued. United States-flag ships engaged in the 
domestic trade are of special significance in a national emergency 
since they are immediately available 
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B Trans pi rtation of a substantial porto f the l ted’ States 7 e1gn 
COTILITLET CE 

Ocean transportation is absolutely indispensable to our industrial 
and agricultural economy in view of our large export and import 
trade. The need for ocean transportation 1s so vital to our defense 
and civilian needs that the country cannot afford to depend upon the 
shipping facilities of other countries, History shows that each count FY. 
particularly in time of emerge ncy, utilizes its own shipping resources 
in furtherance of its national interests. The withdrawal of foreign 
shipping facilities for any reason would have disastrous results upon 
the welfare of our country if we were dependent upon them to any 
great extent. Under existing world conditions, foreign countries 
might withdraw their merchant fleets at any time from the trade 
routes essential to the United States and place them in other services 


] T l , . 

required by their national interests. In this event the United States 
7, ] (] + , ] 
if dependent upon foreign-flag merchant marine services, would not 
have the ocean transportation resources needed to conduct its essential 
trade. 

Pri ’ iO? OTF Service oO} essential trade routes 

The \lerchant \Iarine \ct 1956, em] hasizes the essential trade 
route concept Until 1952 hot} construction and = operatineg- 
differential subsidy aid were limited to vessels emploved on routes 
declared to be essential Altho iol construction subsidv assistance 


subsequently was made available to all ships to be used in the United 
States foreign commerce, operating subsidies still are limited to 
vessels operating over essential trade routes 

The essential trade route concept Is sound and has proved its value 
in the liner service. It has aided materially in the development and 
maintenance of a well-balanced United States-flag liner fleet in the 
foreign trade of the United States. It has minimized uneconomic 
competition among subsidized liner operators and strengthened 
their positions in their competition with foreign-flag liners. It has 
proved its value in providing regular liner service by United States- 
flag ships from each of the major United States coastal areas, thus 
promoting the foreign commerce by contributing to the development 
of additional port facilities and new types of cargo. All these factors 
contribute to the national defense potential of the active fleet and 
the financial stability of the United States-flag shipping industry. 


4. Capacity to serve as a naval 


ai d military aud lia? J un time of war 

There can be no question of this country’s need for a strong and 
adequate merchant marine in time of national emergeney. This study 
has already indicated the requirements fo1 a merchant Hbarune dnposed 
by the national securits 


é. Future shipping poli y 

The present national policy as expressed in the preamble of the 
Merchant Ship Sales Act of 1946 with reference to the promotion and 
maintenance of the American merchant marine is sound and should 
be continued. The important elements embodied therein set forth 
clearly and succinctly the essentiality ef an American merchant marine 
to our commercial and national defense needs. While the means 
employed to attain the objectives prescribed may require changes from 
time to time, the importance of the merchant marine to national 
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lemands that the Nation assure thei achieve- 


ment Both ind ll and the Government share this responsibility. 
n keeping with the national principle of Private ownership and 
operation, the industry has the respor aban of utilizing its experi- 
C1} skill, personnel, and financial resources to the fullest possible 
extent in the attainment of the obj ctives of the Nation’s merchant 
mar pole \ The Government must stand ready to assist the 
private upping industry The extent of Government aid, of course, 


hould be limited to the minimum amounts required consistent with 
the merchant marine and national transportation policies and the 
overall responsibilities of the Government to the national welfare. 


B. THE PARITY CONCEPT 


The declared shipping policy of the United States is to foster the 
development and encourage the maintenance of a privately owned 
and operated merchant marine adequate for the commercial and 
defense needs of the Nation. In recognition of disadvantages faced 
by the American shipping industry in competition with foreign-flag 
ships, the Merchant Marine Act, 1936, provides for assistance to the 
industry in the form of operating and construction subsidies. The 
basic principle of this assistance is parity; i. e., to grant subsidy when 
required to equate approximately American shipping companies’ costs 
of construction and operation with those of their foreign competitors. 

In brief, the construction subsidy is intended to provide United 
States-flag ship operators with certain types of vessels at prices com- 
parable to those paid by foreign-flag ship operators for vessels of 
similar plans and specifications which they could purchase in a foreign 
shipbuilding center deemed by the Board to furnish a fair and repre- 
sentative example. The operating-differential payment is designed 
for the purpose of providing United States-flag operators who meet 
certain requirements with a subsidy based upon the difference between 
certain specific items of expense set forth in the act as well as other 
items of expense in which they are at a substantial disadvantage in 
their competition with foreign-flag operators whose competition is 


deemed to be substantial. Countervailing subsidy assistance is au- 


thorized to be paid by the cong after consultation with the Secrets ry 
of State to meet a situation in which operating-differential subsidy 
aid Is a Rameenie Lo alien! the « {fects of governmental aid paid to 
foreign competitors. So far the aid granted to United States-flag 


ship operators has been limited to construction-differential and operat- 
ing-differential aid; none has been granted in the form of counter- 
vail subsidy assistance and no wp] lications for such aid are pending. 

The practice of assisting domestic industry which must ape 


with foreign industry is not uncommon to the United States. It is, 
n 1 central idea of the I ective tariffs and hanes quotas 
vl ile no dn subsidy is saalliddel tend to equalize or favor 
compe \ opportunities tor affected domestic industries. 

Neithet the parit of cost idea new as a device upon which to 
base assistance. The concept in legislative form was employed during 
the early 1920’s as a method of determining tariff rates. It was 

opted y respect to ship subsidies in 1936 after Congress con- 


cl 1ded that aid to 3] ipping should bey roO\ ided In a direct form rather 


. 
than indirectly by means of mail contracts or other similar methods. 
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One of the major problems considered by Congress in adopting the 
parity principle was the threat that the relatively higher costs of 
constructing ships in American shipyards and operating ships under 
the United States flag would induce American shipping interests to 
invest in foreign-built ships which would be operated under a foreign 
flag. So that these interests would not be penalized for cost differ- 
ences which are largely beyond their control, such differences are 
made up by the Government when required by a differential subsidy. 
In no sense does it guarantee the contractor a p srofit, but pli ces him 
only in a position where he can compete on reasonable terms wi h 
forei as shipping. Congress hoped that by so equalizing competitive 
conditions, American shipping interests would have no inducement to 
go foreign. 

In the absence of Government assistance, it is doubtful that Ameri- 
can shipping relying on its own resources could compete successfully 
for the export and import trade. National defense needs, however, 
dictate that the United States maintain a modern and sizable fleet in 
active operation. If United States private shipping were not avail- 
able, the Government would be required to own and operate th 
necessary facilities and services contr: ary to the American ideal of 
private enterprise. ‘The parity principle, by basing assistance on the 
amount required to equalize approximately the cost disadvantages to 
American shipping but not guaranteeing profits, leaves to private 
enterprise the task of otherwise conducting a successful business in 
accord with the accepted American practice 

Effective administration of the parity concept as embodied in the 
Merchant Marine Act requires the determination of United States 
and foreign costs in establishing the amount of subsidy to be paid. 
The costs of United States shipbuilders and subsidized operators are 
readily obtainable. The basic difficulty encountered in the adminis- 
tration of the parity concept is the collection of foreign-cost data. 
While much general cost information is obtainable in some areas, only 
limited information is available in others. Specific and detailed 
operating and construction costs are most difficult to obtain, prinei- 
pally because of the natural reluctance on the part of foreign com- 
petitors to divulge such information. Moreover, as the intensity of 
competition increases, the difficulty of obtaining that type of infor- 
mation will become more acute. 

The wording of the act itself indicates that Congress recognized 
that problems would be encountered in securing the actual cost of 
building and operating foreign-flag ships. The language in sections 
502 (b) and 603 (b) of the Merchant Marine Act, 1936, as amended, 
include the words “estimated fair and reasonable costs” in determining 
foreign costs. 

Thus, the inability to obtain complete foreign-cost experience, 
which in the past has given rise to controversy over the basic soundness 
of the parity concept, does not preclude its use as a basis of Govern- 
ment aid in achieving the objectives of our national shipping policy. 
The Federal Maritime Board/Maritime Administration, by employ- 
ing indexing and other statistical techniques with foreign-cost infor- 
mation which it considers re presentative, has been able to calculate 
differential rates which the Maritime Board has found to be fair and 
reasonable as contemplated by the act. 
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In establishing foreign costs for use in calculating operating- 
diff rential subsidy rates, a manual ol ceneral procedures was approved 
by the Federal Maritime Board and is now in current use. Amend- 
ments to this manual have been made from time to time. The manual 
itself and the revisions, as well as the rates determined thereunder, 
have been reviewed by the General Accounting Office. A similar 
approach to the establishment of construction-differential subsidy 
rates would aid in the solution of the difficulties now encountered. 

The parity concept appears to be the best method that has been 
suggested for vranting operating and construction subsidy to American 
shipping In measuring its results thereunder, it must be recognized 
that while complete foreign-cost data is difficult if not impossible to 
obtain, the Federal Maritime Board has produced estimates which it 
regards as “fair and reasonable’? with something less than exact data. 
The Board is continuing and intensifying its efforts to obtain more 
complete coverage of foreign-cost information to the end that subsidy 
rates will more close ly approa h actual competitive cost differences. 


( EXISTING GOVERNMENT AIDS 


y 


1 Constructior -differce ntial subsi ly 

a LD cr pt On The Federal Maritime Board iS authorized to 
grant “construction-differential-subsidy”’ aid to citizens of the United 
States in the construction of new vessels to be used in the foreign 
commerce of the United States 

This construction-differential-subsidy aid may equal but not 
exceed the excess of the bid of the shipbuilder constructing the pro- 
posed vessel in an American shipyard over the fair and reasonable 
estimate of cost, as determined by the Board, of the construction of 
the proposed vessel if it were constructed under similar plans and 
specifications in a foreign shipbuilding center which is deemed repre- 
sentative by the Board. The cost of national-defense features is 
determined by the Board and paid by the Government. The cost is 
not included in the price ol the ship of the amount of con- 
struction subsidy. The construction-differential subsidy cannot 
exceed 3336 percent of the American CONSLFUCLION Cost of the vessel 
excluding the cost of national-defense features) except that in cases 
where the Board possesses convincing evidence that the actual differ- 
ential exceeds that percentage, it may grant an allowance not to 
exceed 50 percent ; 

The plans and specifications of the proposed ship must receive 
Navy Department approval 

While under the act as passed in 1936 such aid was limited to 
vessels to be used on an essential service, route, or line in the foreign 
commerce of the United States, amendments passed in 1952 author- 
ized the granting of such aid in connection with the construction of 
any vessel to be used in the foreign commerce of the United States. 

In approving applications for construction-differential subsidy aid 
the Board is required to determine that: (1) The plans and specifica- 
tions call for a new vessel which will meet the requirements of the for- 
eign commerce of the United States, will aid in the promotion and 
development of such commerce, and will be suitable for national de- 
fense or military purposes in time of war or national emergency ; 


> 


2) the applicant possesses the ability, experience, financial qualifica- 
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tions, and other qualifications to operate and maintain the proposed 
vessel; and (3) the granting of the aid is reasonably calculated to re- 
place wornout or obsolete tonnage with new and modern ships, or 
otherwise carry out effectively the purposes and policies of the act. 

Construction-differential subsidy aid may also be granted in con- 
nection with the reconstruction or reconditioning of an existing 
vessel, but only in exceptional cases after thorough study and a formal 
determination that the proposed reconstruction or reconditioning is 
consistent with the purposes and policies of the act. 

National defense features are those which are certified by the 
Secretary of the Navy as useful for national defense purposes and which 
are determined by the Board to be in excess of commercial require- 
ments or the cost of which is disproportionate to their commercial 
utility. 

The purchaser is required to pay in cash 25 percent of the ship selling 
pric e (which corre sponds to the estimated foreign construction cost of 
the ship less the cost of the national defense features, if any), and may 
pay the balance of the purchase price in not to exceed 20 e qual annus al 


installments with interest at the rate of 3.5 percent. The unpaid 
balance of the ship’s purchase price is secured by a mortgage on the 
vessel. The act requires that any vessel with respect to which a 


differential subsidy is granted must remain documented under the 
laws of the United States for not less than 20 years or so long as any 
principal ¢ rr interest on account of the purchase price is due the 
United States, whichever is the longer period. 

The act provides two methods under which the Board may enter 
into contracts with purchasers for the building of new ships. <A con- 
struction-differential subsidy may be granted in connection with the 
sale of a ship constructed by the Board. In such a situation an 
appropriation is made by Congress for the full cost of the ship. The 
Board on the basis of competitive bids awards the construction con- 
tract to the low bid American shipyard and the Board pays to the 
shipyard the contract price of the ship. The ship is sold by the Board 
to the American operator, at a price equal to the estimated foreign 
construction cost of the ship (less national defense features). The 
yurchaser pays 25 percent of the sales price, with the balance secured 
os a mortgage, payable in 20 equal annual installments, with interest 
at 3.5 percent. This method has been used in most instances when 
construction aid has been granted. 

The Board may also grant construction-differential aid for the eon- 
struction of a ship where the ship is constructed by a shipyard for the 
American operator. In such case the operator is responsible for the 
payments to the shipbuilder and for the financing of the construction 
cost of the ship. The Government pays only the construction subsidy 
aid, and does not provide mortgage financing for the balance of the 
cost; accordingly, smaller appropriations by the Congress are required. 

The general purpose of the construction-differential subsidy pro- 
visions of the 1936 act is to place the American ship operator in a 
position of parity with its foreign competitors insofar as the cost of 
the ship is concerned, Thus, it is possible for the American operator 
to acquire an American-built ship at a price for which he could pur- 
chase a ship in a foreign shipyard. 

(b) Results of the program.—tIn the period from the enactment of 
the 1936 act to December 31, 1952, 247 ships were constructed and 
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sold to American ship operators for operation in the foreign trade of 
the United States under the construction-differential subsidy pro- 
visions of the 1936 act. In the same period, 4 American- built dry- 
cargo ships were sold without construction pihaiaky. Under the prio1 
Merchant Marine Acts of 1920 and 1928, by which construction loan 
aid was authorized, only 58 seagoing dry-cargo ships of 1,000 gross 
tons and over were built in the United States for operation under 
United States registry in the period 1928 through 1936. 

The construction-differential subsidy payable by the Government 
at the time the 247 vessels were constructed amounted to approxi- 
mately $426,185,833. The amount of subsidy payable on the 3 re- 
cently built passenger ships included in the above figure is estimated. 
Additionally, the subsidy amount includes only preliminary figures of 
the subsidy paid with respect to 116 of the 247 ships, the price of 
which was adjusted under the Merchant Ship Sales Act of 1946. As 
they were in effect priced under the sales act, no final subsidy figure 
has been or need be arrived at. The preliminary subsidy figure on 
these ships amounted to $230,553 ,371. 

As may be seen from the foregoing results, the construction subsidy 
provisions of the 1936 act have been used in the construction of a large 
number of ships. In view of the age and condition of the United 
States fleet in the period prior to the war and after the 1936 act, it 
appears clear that a substantial number of vessels would have been 
built under its provisions by the subsidized operators if they were to 
receive the operating-differential subsidy aid. It is also true that the 
war with its destruction of vessels and greatly expanded demand for 
vessels prompted operators to acquire new ships which the Govern- 
ment was building for war purposes. As a result of the mammoth 
shipbuilding program, the Government owned more than 5,000 ships 
at the close of World War II. In order to dispose of these ships, 
Congress enacted the Merchant Ship Sales Act of 1946 under which a 
total of 843 ships were sold to United States citizens for United States- 
flag operation. Thus the major portion of the present United States 
merchant fleet is the result of wartime construction and the Ship 
Sales Act rather than the Merchant Marine Act, 1936, as amended. 

Since these vessels have not as vet reached the end of their eco- 
nomic life and their replacement would require capital outlays of 
from 4 to 5 times the price paid under the terms of the Ship Sales Act, 
operators have been reluctant to build new ships even with construc- 
tion subsidy. 

(c) Appraisal of the program.—At present, not a single ship is being 
constructed under the subsidy provisions of the 1936 act. Even 
though construction-differential subsidy aid was made available in 
1952 for any ship to be operated in the foreign commerce of the United 
States, applications for construction aid for only 14 ships (5 passenger- 
carrying ships, 3 ore and 6 tankers) are pe nding before the Board, all 
of which except for the tankers, were filed by operators receiving 
operating-differential subsidy. However, no funds have been made 
available for the construction of these ships even though the applica- 
tions for the passenger ships have been under consideration by the 
Board for the past several years and 4 of those ships would replace 
vessels which already are more than 20 years old. Construction 
subsidies have been awarded on 3 large passenger-type vessels since 
World War II, but the amount of each subsidy contract has been the 
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subject of a great deal of controversy for the past several years and no 
final determinations have been reached. 

The difficulty in estimating construc tion differentials has long been 
recognized. In November 1937 the Maritime Commission in a special 
report to Congress stated that 
the Commission’s experience thus far in the allotment of differentials indicates it 
will be extremely diffic ult to determine the “parity” envisioned in the 1936 act 
Considerable trouble has been encountered in obtaining reliable and accurate cost 


data in foreign shipbuilding centers. A mathematically accurate differential can- 
not be determined. At best only a rough approximation of the construction dif- 
ferential can result from comparison between foreign and domestic costs.23 

x * * * * + 


Careful study of the whole situation with regard to construction differentials. 
operating differentials, and countervailing subsidies indicates that any informa- 
tion assembled on these subjects is likely to be Jittle more than a rough guess.?4 

Ten years later, November 1947, the Advisory Committee on the 
Merchant Marine reported to the President of the United States 
that 


t} 1936 t pr les for a precise i theoretical determination of the amount 
of the construction-differential subsidy The committe finds that the uncer- 
tainty of industrial conditions, both at ome and abroad prevents a satisfactory 
determination of this differential 


In August 1950, a Senate committee stated: 


in recent months, a great deal of * * * wrath has crashed down upon the 
shipping industry along with governmental shipping policymakers and admin- 
istrators which has * * * east doubt upon not only administrative decisions 
but also the very philosophy underlying aid to shipping generally * * * 
Some of the criticism has been constructive * other of it has been based 
on unrealistic preconceptions and have therefore been singularly destructive.*® 


In June 1952 the Chairman of the Federal Maritime Board stated 
before a congressional colnmittee 


vou will note that every step of this procedure [determination of construction 
differential subsidy] depends upon estimate and leaves to the judgment of men 
the interpretation and evaluation of data which is not only limited but difficult 
to procure. The executive brat ch is req lired first to determine what foreign 
shipbuilding center it deems to furnish a fair and representative example for the 
comparison. It is required to prepare a ‘‘fair and reasonable’ estimate of the 
cost of the ship in that foreign shipbuilding center as if it were built ‘‘under similar 
plans and specifications” excluding national-defense features. In addition to these 
problems in the postwar period and bey ond, the political and technological changes 
which had occurred, there are the violent economic problems of inflation both at 
home and abroad and the growing unoffic a black-market transactions in foreig1 


currency. In September 1949 this European inflation resulted in the official 30 
percent devaluation of the British pound s savite g followed by the corresponding 


devaluations of the currencies of the other Western asodaes nations.2? 


These quotations are only a few of the statements which have been 
made by responsible persons, but they cover virtually the whole period 
since the enactment of the Merchant Marine Act, 1936. 

In August 1950 the Chairman of the Federal Maritime Board formal- 
ized the appointment by his predecessor of an independent committee 
to revie wl the six passenge ‘r-vessel sales contracts which had been 


3 Economic Survey of the American Merchant Marine, November 1937, p. 70 

“ibid 77 . 

25 Report of the President’s Advisory Committee on the Merchant Marine, Washington, D. C., Novem- 
ber 1947, p. 9 

26 Merchant Marine Study and Investigation, final report of the Senate Committee on Interstate and 
Foreign Commerce, Rept. No. 2494, Washington, D. C., 1950, pp. 2-3 ; 

27 Redetermination of vessel sales prices of the SS. Independence and SS. Constitution, hearings befor 
special subcommittee of the House Committee on Merchant Marine and Fisheries, Washington, D. ¢ 
June 1952, p. & 
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tered into by the Maritime Commission. This committee reported 
that the five following methods are available for estimating the cost 
of these vessels: * (1) Obtaining bids from foreign shipyards on the 
plans and specifications of the vessels under consideration; (2) com- 
parison with the total cost of similar vessels which have been con- 
structed in foreign yards; (3) estimating by ascertaining and using 

ratios between forei ign costs and United States costs of hull, mac -hin- 
ery, and equipment; (4) estimating by the relationships between cate- 
gories of cost such as labor, steel place, joiner work, main engines, 
auxili ary machinery, and equipment; and (5) estimating foreign cost 

1 detail by paralleling every item in the detailed estimate of the 
caaraeutal United States bidder with a corresponding estimate of 
foreign cost. 

The committee in appraising these five methods of estimating 
foreign shipbuilding costs states— 
that the most accurate method was to parallel every item of labor and material 
in the detailed estimate of the successful United States bidder with a corresponding 
estimate of foreign cost based upon data carefully accumulated and verified from 
every avaliable source.’ 

This method was adopted by the staff of the Maritime Administra- 
tion which reviewed the calculations made previously by the Maritime 
Commission, but not to the degree of considering every item of 
material. The staff has completed recalculating all the construction 
differentials which had been approved by the Commission since 1947, 
but with the exception of those determined for the steamship Consti- 
tution and the steamship Independence, no action has been taken 
by the Federal Maritime Board to approve or disapprove these 
redeterminations. 

This method was adopted by the staff of the Maritime Adminis- 
tration in their review of the calculations made previously by the 
Maritime Commission, but not to the extent of considering every 
item of material. It was also used in the calculations of the costs 
differential for the Mariner class vessels to the extent of pricing of all 
of the items of material except those for which foreign costs were not 
available. The staff, in calculating the subsidy rate for the Mariners, 
was able to compare the detailed estimates of the successful United 
States bidder with reported foreign material costs to the extent of 
about 90 percent of the total materials involved. 

This procedure was adopted in the recalculations of the subsidy 
determinations for the steamship Independence and the steamship 
Constitution, as well as the recalculations of subsidy for recondition 
and reconstruction of vessels of American President Lines, Ine., 
Mississippi Shipping Co., Inc., and Moore McCormack Lines, Inc. 
The Federal Maritime Board believes that this approach results in 
determinations which are ‘fair and reasonable,’ and accomplishes 
the purposes of the construction-differential subsidy provisions of the 
1956 act 

(d) Future effectiveness of the program.—a<As has been stated above, 
a shipbuilding program of 60 ships per year is necessary to sustain a 
shipbuilding industry of sufficient size to meet mobilization require- 
ments and to eliminate the block obsolescence problem. Such a con- 
struction program will be most difficult to accomplish because of the 


2 Ihid., p. 78 


Ibid., } s 
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uncertainty surrounding shipbuilding subsidy contracts brought about 
by the controversy over the amount of the construction subsidies 
awarded to the three large passenger-type ships—steamship United 
States, the steamship Independence, and the steamship Constitution. 
Certainty of contract is basic to any program if private enterprise is 
to be expected to finance any appreciable amount of a program. 

However, it should be clearly understood that even if construction- 
differential subsidy contracts are placed on a definite basis a 60-ship- 
a-year program will be most difficult to accomplish during the next 
5, and possibly 10 vears, because most of the ships now being operated 
have not reached the end of their economic usefulness. Consequently, 
shipowners under existing provisions of law, have little or no incentive 
to replace most of their vessels until such time as it is to their interest 
to do so. Nevertheless, the problem of eliminating the uncertainty 
surrounding the amount of construction subsidy is important because 
of the number of ships involved in the applications which are pending 
and of the possibility that a number of the ships which are more 
than 20 vears old ms iv be re pli iced in the next few years. 

(é) Possible alternative solutio ns.—Several me ‘thods have been sug- 
gested for overcoming the lack of finality in construction subsidy 
contracts and to place such contracts on a businesslike basis by 
developing a system that would simplify the methods of calculating 
the subsidies and permit prompt determinations. Clearly, some 
method must be found for removing the necessity for computing 
individual subsidy rates if the 60-ship-a-year program is to proceed in 
an orderly way. 

One method would require the Congress of the United States to 
legislate a fixed differential rate designed to attain an approximate 
measure of parity either for all types of vessels or for each major 
type of vessel (dry-cargo freighter, tanker, passenger-type). A 
permanent rate for any particular ship is likely to be either more or 
less than the ratio of the difference between United States cost and 
the foreign cost of the particular ship. Thus it would depart from 
the parity principle somewhat. However, this method has an 
advantage in that ship operators would know that a statutory rate 
would provide finality to all contracts entered into under the authority 
of the legislation and assure that prompt action would be taken on 
all construction applications since no time would be required to cal- 
culate the rates. 

A second suggestion contemplates the submission of rates to the 
Congress determined by the Board after pub lic hearings. These 
rates would be effective unless the Congress within a specified period 
after its submission modified the rate. This recommendation is 
considered of benefit to all parties concerned because (1) the work 
involved in determining construction subsidy rates would be simplified 
and expedited, (2) all contracts would be final and binding except for 
those involving fraud or mutual mistake of fact, and (3) full publicity 
would be assured because of public hearings held by the Federal 
Maritime Board and appropriate congressional committees. It is 
recognized, however, that the hearings before the Board and con- 
cressional committees would require a certain amount of time and in 
addition would in effect place in Congress the responsibility now 
vested in the Maritime Board for construction subsidy determination, 
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A third suggestion would require the Federal Maritime Board to 
provide a manual of procedures for the determination of construction- 
differential subsidy rates similar to the determination of operating- 
differential subsidy rates. This manual of procedures could be 
developed at conferences in which expert technicians and statisticians 
of the Maritime Administration, General ny Office, Treasury 
Department, and other interested governmental agencies, as well 
representatives of the subsidized lines hennion 4 are in attendance. 
Kach basic step in the procedure, as well as assumptions and statistical 
tec hniques, should be adequately tested and determined to be basically 
sound 

It may be de sirable to request a review of the proposed procedures 
by a group of experts not associated with the shipping industry but 

selected for their special knowledge of statistical analysis. 

Under these procedures the Board would determine rates for majo 
types of ships (drycargo, tanker, combination) which would be pub- 
lished in the Federal Register with opportunity given to interested 
parties, ine luding Government agencies, to present their views at a 
public hearing if required. After consideration of such views, the 
Soard, after publication, would use such rates in entering into subsidy 
contracts. Provisions should be made for periodic review of the pub- 
lished rates unde the procedures as outlined above 

This method has the advantage of providing: (1) A sound pro 
cedure for the determination of construction subsidy rates; (2) an 
understanding of the methods to be employed in the determination of 
subsidy rates by all interested parties, with an opportunity for them 
to be heard prior to the establishment of the rates; and (3) simpli- 
fication and expedition in administration. 

The formulation of procedures and establishment of rates there- 
under, as outlined above, W ill unquestionably require a considerable 
period of time, during which period the construction program should 
vo forward. For this reason, it seems desirable that Congress estab- 
lish temporary rates which would be used in construction-differential 
subsidy contracts during the interim period. 

Overcoming the lack of finality in construction subsidy contracts 
and simplifying the ee of calculating the subsidy to permit 
prompt determinations in line with the foregoing suggested changes 
will remove a serious shatasie to the success of the necessary ship- 
building program. It will not, however, of itself provide the impetus 
private capital needs to build the ships. Ship construction for private 
account depends primarily on the outlook for profitable operation of 
the ships. In view of rising operating costs with little prospect of 
overall increase in traffic and the substantially higher cost of new ships 
the outlook for profitability is not very bright. Hence means must 
be found through the efforts of the industry and labor and Govern- 
ment action to make operations as profitable as possible. Such means 
are discussed at a later point in this study. 

Other alternative measures which would tend to encourage private 
industry to participate in an orderly ship construction program over 
the next 20 years, although discussed in more detail at another point, 
should be mentioned here. Forward construction may be stimulated 
by authorizing a shipowner to accelerate depreciation on a ship built 
within the next 8 vears, and allowing him greater discretion with 
respect to the accelerated portion of the depreciation depending upon 
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the age of the vessel replaced Nonsubsidized op I's iv be 
encouraged to construct new ships as Well a oO se aside ji S 101 
that purpose by deferring taxes on earnings deposit COTS etion 
reserve fund The tax deferred earnings would | m a » Tine OS 
to them of ships built within the next 8% vears. Funds so deposited 


would be required to be committed for new ship construction by 
December 31, 1964. Authorizing the Government to acquire tankers 
which are at least 10 years old under the trade-in allowance provision 
of the 1936 act would not only provide a national defense reserve 
the quality of the active fleet. Extending the authority of the 
Government to insure ships’ mortgages from 90 percent to 100 percent 


of tanker ships and encourage construc tion but would as well improve 


of their value would probably make such mortgages more attractive. 

On the administrative side, the establishment of a revolving fund 
out of proceeds from the sale of ship mortgages, sale, and charter of 
ships and appropriations for construction of new ships and payment 
of construction subsidy would facilitate the granting of Government 
aid in financing new ship construction. Finally, Congress should be 
requested to appropriate funds to cover the Government’s share of 
the cost of construction and participation in the financing, if necessary, 
of ships to be constructed under title V for which applications are now 
pending before the Board. 
2. Operating-di fferential subsidy 

(a) Deseripticn.—-The Merchant Marine Act, 1936, authorizes the 
Federal Maritime Board to consider the applications of citizens of 
the United States for financial aid in the operation of a vessel on an 
essential United States foreign-trade route. No such application 
may be approved by the Board unless it finds that 

(1) The operation of vessels in the service, route, or line is 
required to meet foreign-flag competition and to promote the 
foreign commerce of the United States and that the vessels were 
built in the United States; 

(2) The applicant owns or can and will build or purchase 
vessels of the size, type, speed, and number and witb the proper 
equipment required to enable him to operate and maintain the 
service, route, or line in such manner as may be necessary to 
meet competitive conditions and to promote foreign commerce; 

(3) The applicant possesses the ability, experience, financial 
resources, and other qualifications necessary to enable him to 
conduct the proposed operations of the vessels as to meet com- 
petition and promote foreign commerce; and 

(4) The granting of the aid is necessary to place the proposed 
operation of the vessels on a parity with those of foreign come- 
petitors and is reasonably calculated to earry out effectively the 
purposes and policy of the act 

Upon approval of the applications the Board may enter into 
long-term contracts with applicants not to exceed 20 years in which 


it will agree to pay no more than the excess of the fair and reasol ible 


cost of insurance, maintenance, repairs not covered by insurance, 
wages and subsistence of officers and crew, and other items of expense 
in which the Joard finds the applic ant is ata substantial disadvantage 


in competition with vessels of a foreign country 
Operating-differentials represent the percentages by which the costs 
of operating a United States-flag vessel with a United States crew 
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exceed the equivalent COsts of ope rating the same vessel with a ioreien 


crew by the foreign competitor under the registries of the competitive 
loreign countries 

An American operator receiving operating subsidy aid must agree 
to 

|) the recapture of profits in excess of 10 percent of capital 
necessarily employed to the extent of subsidy paid to him; 

2) the establishment of reserve funds to provide for (a) replace- 
ment and acquisition of ships, (b) prompt payment of his obliga- 
tions to the United States, (c) continued maintenance and opera- 
tion of subsidized vessels; and 

}) the use of articles, materials, and supplies produced in the 
United States, and the repair of subsidized vessels within the 
continental limits of the United States. 

Operating-differential contracts stipulate the minimum and max- 
imum number of voyages to be made by the subsidized operators in 
each of the desionated services cove red by the contract Al] sailines 
are made on the basis of sailing schedules (including vessels, dates 
ports of call, and other particulars as required) approved by the 
Maritime Administration Sailings in excess of the maximum number 
specified can be made only with the prior approval of the Maritime 
\dministration and no subsidy is paid for such voyages. Failure of 
an operator to Make a vovage Is not dee med a breach of the Operators 
obligations under the contract if the cause of such failure is an act of 
God, force majeure, accident, strikes or other labor disturbances, war 
insurrections, weather conditions le Ss Ol damage of vessels, or any 
other cause not within control of the operator, with the understanding 
that the cause of any interruption insofar as it may be under the 
operator s ¢ ontrol shall be remedied »\ the operator W ith all reasonable 
dispatch and performance resumed at the earliest practicable time. 

b) Results of the program 1) Number of subsidized operators 
The first operating-differential subsidy became effective on July 1, 
1937, and by January 1, 1941, contracts had been entered into with 
12 operators. As World War II had eliminated virtually all foreign- 
flag competition, nine of these operators agreed as of July 1, 1941, to 
the elimination of all subsidy payments on all the subsidizable items 
except wages and payments on wages were reduced by about 75 per- 
cent. In 1942, when practically all United States-flag ships had been 
requisitioned, all operating subsidy payments were suspended until 
January 1, 1947, when they were renewed for 10 operators. On 
January 1, 1948, contracts for the remaining two operators became 
effective. Since that date 5 additional operators have been approved 
for operating-differential subsidies so that 17 United States-flag oper- 
ators are now eligible to receive operating-differential subsidy aid. 

2) Subsidizable Vovages: The operating-differential subsidy con- 
tracts now in effect provide for a minimum of 1,413 and a maximum 
of 1,754 sailings on a calendar-vear basis. Actual voyages based on 
the voyage limitation for the fiseal year 1953 were 1,359. Voyages 
by operators now under subsidy for the fiscal year 1954 are estimated 
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at 1,568 and 1,587 in fiscal year 1955 
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For the fiscal year 1951, Congress limited the number of vessels 
that could be placed under subsidy with the funds appropriated that 
year. While the vessel limitation did not prove particularly burden- 
some, the Maritime Administration suggested the next vear that the 
limitation be converted to a voyage limitation with the thought that a 
voyage limitation would provide greater flexibility. The appropria- 
tion for the fiscal year 1952, as passed by Congress, imposed a limita- 
tion of 1,522 voyages, 307 of which were to be reserved for contractors 
who had no operating-differential subsidy contract in July 1951.° 
This limitation created a difficult problem in administration since the 
contracts then outstanding provided for a maximum of 1,480 and a 
minimum of 1,164 voyages. The Maritime Administration estimated 
1,340 voyages would be required to cover the essential services, or 
176 above the minimum provided by the contracts. With only 51 
voyages available the Administration allocated them to the various 
companies in proportion to needs reduced by the ratio of 51 to 176. 
Subsequently, Coner Ss amended the appropriation by fixing’ the 
maximum number of vovages at 1,400, of which 60 were reserved for 
new operators 

(3) Determination of subsidy rates: Operating-difft rential-subsidy 
payments are determined and stated as percentages of the sub- 
sidizable expenses of a United States operator Separate rates are 
determined for each type of such expense for each type of vessel on 
each trade route which takes into consideration each principal foreign- 
flag competitor. The process of calculating these rates is complex 
and requires a large amount of foreign-cost information which must be 
maintained on a current basis. The information must be obtained 
largely from foreien-flag operators who are competitors of each 
subsidized United States-flae operator Since manv foreign-flag 
operators are not willing to divulge their costs which are to be used as 
a basis for determining subsidy payments to their subsidized United 
States-flag competitors, the Maritime Administration has been com- 
pelled to obtain the information elsewhere and as a consequence has 
been compelled to base at least part of its calculations upon 
assumptions 

In view of the complex nature of the problem, and the large number 
of calculations that must be made, the Federal Maritime Board and/or 
the Maritime Administration has made good progress in determining 
the amount of the subsidies which are due United States-flag operators 
Except for certain items of insurance and the amounts involving 
a few combination- and passenger-type vessels, it has completed all 
the work through the calendar vear 1951. Given below is a short 
history of the subsidy rate determinations in connection with currently 
effective agreements 

Subsidy rates are required in accordance with the provisions con- 
tained in operating-differential-subsidy agreements. Though many 
of these agreements were effective for the year beginning with January 
30 Public Law 137, 82d Cong., Ist sess., August 31 

Public Law 375, 82d Cong., 2d sé Jun 
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1, 1947. the majority oO these acreements were not executed until 
1950 and 1951, as indicated in the tabulation shown below: 
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Before the execution of these agreements the Maritime Administra- 
tion and former Maritime Commission were able to have the subsi- 
dized operators waive certain categories of subsidy for the earlier years 
1947 and 1948. The estimated amount of subsidy savings to the 
Government as a result of these negotiations is difficult to compute. 
Savings in administrative time and expense were also realized. Suffice 
it to say, such negotiation avoided the necessity for the calculation of 
approximately 245 subsidy rates. 

Rates required, after the above negotiations, for the years 1947 
through 1951 (the calculation of which for the most part was com- 
menced in the fall of 1951), are shown in the following tabulation: 
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The General Accounting Office, in their audit of the former Mari- 
time tapas eg accounts, took exception to the methods and pro- 
cedures used in the calculation of subsidy rates. Subsequently, the 
Maritime Admini stration, in cooperation with the General Accounting 
Office and representatives of the subsidized lines, established a Manual 
of General Procedures which was adopted by the Board September 26, 


195] It was only after th 5 approval of this manual, which had the 
concurrence of all concerned, that the go-ahead signal was given for 
the cal lation or recalcula ition ol all subsidy rates, Krom the above 


table, it can be seen that the backlog of rates exists only in the insur- 

nee category Though the cael of September 26, 1951, had some 
general provisions for calculating rates for insurance, it was not until 
May 1953 that an effective procedure was approved by the Board, for 
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emphasis was placed on the calculation of rates for the wages category 
which today constitutes 82 percent of the total subsidy for an operator 

With the exception of insurance, the rates remaining to be completed 
through the calendar year 1951 are for the passenger ships America, 
LaGuardia, Ind pe nile nee, Constitution, and the cood neighbor fleet. 
Approximately 15 rates for the year 1952 have been completed and 
are now in process to the Board. It is anticipated that the insurance 
backlog will be nearly overcome by June 30, 1954. A substantial por- 
tion of these insurance rates covering the backlog years have been 
completed and processed in the past 3 months, as indicated by the 
above table. 

Attention is also called to the fact that a subsequent revision of the 
procedure to provide for a rate calculation on the basis of a “‘predomi- 
nant’ type vessel effected considerable savings in time and adminis- 
trative costs. Beginning January 1, 1950, under the revised proce- 
dure, arate was computed to apply to “all” cargo-type vessels on a line 
or service for each particular operator. To show the comparison 
through such a change, one need only to look at the rates required for 
the period 1947 through 1951 for wage s and subsistence. 


1947 a1 12 
1948 7 68 
1949__. 7 57 
1950 41 41 
1951 1( 4 

Total. 204 218 


The use of a single ‘‘rate’’ for the three basic vessel types (cargo, 
combination, and passenger) was already in effect in the other cate- 
gories of subsidy. 

(4) Current status of subsidy payments: The estimated amount of 
subsidy due but unpaid to subsidized operators total subsidy accruals 
to December 31, 1952, less payments to June 30, 1953), amounts to 
$78 million. This unpaid subsidy results from a combination of 
several factors. 

Subsidy payments are made as follows: 

(a) An initial advance is made of 75 percent of the subsidy 
accrued, provided it does not exceed 90 percent of subsidy pay- 
able (subsidy accrual less recapture). The rates applied are 
tentative pending final determination. 

(b) After an audit of the subsidizable voyage costs has been 
made by the Maritime Administration the operator is allowed up 
to 90 percent of the total subsidy accrual (provided it does 
not exceed 90 percent of the total accrual less recapture 

(c) The final 10 percent is paid after an annual accounting 
has been made and clearance of final subsidy rates for the par- 
ticular year involved. 

As a result of the holdback provision stated above in (a) and the fact 
that some of the operators have not claimed beyond 75 percent 
because final rates have not been established in some cost categories, 
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it is estimated that the Government owes approximately d44 million 


Lack of final rates for 1952 contributes to this large amount 


No rates have been approved 1O! subsidizable Insurance costs and 


no subsidy has been paid for this category of cost The amount due 


for this item is estimated at $14 million. | 

Rates have not been established for certain categories of subsidiz- 
able costs on certain special type ships, including the passenger 
liners, steamship America, steamship United States, good neighbor 
ships, and certain combination-type ships Moreover, it is probable 
that certain final rates may exceed tentative rates used as a basis 
for initial subsidy payments. The amount of subsidy owed by the 
Government for these two factors is estimated at $17 million 

(c) Trend of subsidy aid.—Under the operating-differential subsidy 
provisions, the number of subsidized voyages has increased from 
1,010 in 1948 to 1,469 in 1953 with 1,455 estimated during 1954 for 
operators who held operating-differential subsidy contracts as of 
July 1, 1952. Over the same period the estimated subsidy payable 
has increased from $17,665,000 to $61,584,000 in 1953. Including 
payments for prior years, the 1955 budget includes a request for $85 
million for operating-differential subsidy. (Appendix table 17.) 

On July 1, 1952, there were 13 subsidized operators, and subsequent 
to that time 3 additional operators were permitted to operate under 
subsidy. There is now pending an application by 1 operator who 
has not previously been under subsidy, and 5 applications pending 
for new or additional services by operators who are now subsidized, 
and in addition 1 such application has been approved. 

While operating subsidy aid has been a vital factor in maintaining 
a nucleus of acceptable vessel types on essential trade routes, the 
increase in required Government aid has been substantial. The over- 
all national interest demands that essential shipping be provided, yet 
the fiscal limitations of the Government require that some reasonable 
limit on the amount of subsidy be imposed. 

There are numerous factors which affect the amount of subsidy 
which the Government must provide to qualified operators. Chief 
among these are the level of operating costs, number of operators 
permitted to receive subsidy, number of subsidized sailings, amount 
of traffic available, and level of passenger fares and cargo rates. 

The level of operating costs, of course, depends upon the prices 
operators must pay for materials, supplies, and other such items, 
wage rates, and the efficiency with which the various operations are 
performed. ‘The first two, generally speaking, are beyond the control 
of any individual operator, but the third, that of efficiency of opera- 
tion, is controlled essentially by the individual operator and the success 
or failure to achieve maximum efficiency can be attributed to the 
management skill of the operator, 

Prelimn ary study of operating COStS indi ute wide Variations in the 


results achieved by various subsidized operators. For example, in 
1952 the percentage of overtime cost to basic wages on cargo vessels 
for subsidized operators, on a trade-route basis, varied from a low of 
32 percent to a high of 63 percent (see appendix table 18 Further 
study should be undertaken to determine the reason for such wide 
variations and all possible measures taken to eliminate any unneces- 
sary overtime cost. Another example of extreme variation in cost 


is found in the overhead category A study of the overhead expense 
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of a selected group of subsidized operators indicates that as a per- 
centage of vovage revenues, overhead expense varies from a low of 
6.4 percent to a high of 13.5 percent (see appendix table 19 In 
addition there were extreme Variations amon the various items of 


overhead expenses 

Inefficiency In Operation, to the extent that it affects the level of 
operating costs and decreases operating profits, increases the cost of 
subsidy to the Gove moment, Efficiency operations, therefore, are of 
Vital importance to both the operator and the Government. 

As already indicate d, the number of operators eranted subsidy aid 
is increasing. As new operators receive Government aid, and as addi- 
tional services are permitted under subsidy for operators already 
receiving Government aid in the operation of vessels, the overall cost 
of subsidy will increase. The determination of essential trade routes 
and the amount of services required thereon, therefore, becomes very 
important. On the basis of past experience, a recent study indicates 
that a limitation in the number of subsidized voyages to the minimum 
spec ified in ope rating-diffe rential subsidy contracts, would reduce the 
overall amount of subsidy by about 8 percent (see appendix table 20). 

The Maritime Administration is engaged in a review of essentis al 
trade routes to determine the current esse ntiality of the various routes 
and amount and kind of service required on such routes as are deemed 
essential. It is imperative that this work be completed, particularly 
as to the service requirements, so that the number of operators eligible 
for subsidy and the overall amount of subsidy obligation of the Gov- 
ernment can be subject to some control. Piecemeal determinations of 
route requirements alone are unsatisfactory and do not permit proper 
coordination between Government expenditure for operating subsidy 
and national requirements. 

The amount of cargo available to subsidized American-flag vessels 
is an important factor in the ultimate amount of subsidy payable by 
the Government. Equipment utilization, as in any industry of high 
capital cost, is an important factor in the profitability of the overall 
operation. Rate cutting, cargo preferences, and discriminatory prac- 
tices by foreign countries, and competition by Government-operated 
vessels are all important sources of cargo losses to subsidized liner 
operations. Maritime policy caaniante relating to the international 
trade problem, such as those recommended by the Randall Commis- 
sion, can have a profound effect on the revenue position of American- 
flag vessels and the amount of expenditure for subsidy aid imposed on 
the Government. In view of the national-defense requirement for 
an operating fleet, the Government will be compelled to provide a 
merchant fleet if private industry . prevent d from doing so because 
of lack of cargo. Consequently, if private industry is to provide a 
merchant fleet adequate for ee, requirements, all Government 
assistance in providing cargo and protection against unfair foreign 
competition should be provided 

Operators not subject to conference rates frequently charge rates 
below the conference level. To the extent that cargo is taken from 
subsidized vessels as a result of uneconomic rate cutting, and to the 
extent that such competition results in lower levels of rates generally, 
the amount of Government aid will increase. All possible measures 
to assure compensatory rates, or as nearly compensatory as possible, 
should be encouraged by the Government in the interest of maintaining 

privately owned merchant marine at minimum public expenditure. 
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(/) Future requirements of subsidy aid.—The granting of operating 
subsidy is vital to the problem of facilitating the continued main- 
tenance of a United States merchant marine adequate in size and 
quality for national security and the commercial needs of the Nation. 
Without adequate earnings, steamship operators would not be willing, 
nor could they lone conti ue to provide services, reinvest earnings, 
or seek new capital. Under the American business system it is not 
reasonable to expect borrowed or equity capital to flow into an industry 
whi his uni ab le to show reasonab le] prospects of profitability. Because 
United States operators compete in the world market under a sub- 
stantial cost disadvantage, the Government provides an operating 
subsidy designed to reduce that disadvantage. 

Ships operated under the operating-differential subsidy provisions 
of the 1936 act comprise a large and important segment of the active 
fleet which is so necessary for national security. The net operating 
subsidy received by the operators of these ships has amounted to 
more than half of their net income (after taxes) in t he postwar period 
Without such assistance, the industry’s earning power would have been 
substantially reduced. Since January 1, 1952, 4 new operating subsidy 
contracts have been approved and there gre now pending before he 
Federal Maritime Board applications for operating subsidy filed by 
6 operators involving a minimum of 117 voyages. Rising operating 
costs coupled with additional subsidized services forecast that increas- 
ing reliance will be placed on the operating subsidy by the liner service 
ope rators to mee their earnings 

To achieve a building program of 60 ships a year, it will be necessary 
not only for the operators to reinvest their capital in ships, but to 
induce them to re pl ice some of their ships prior to the expiration of 
the ship’s normal economic life. Moreover, the ships acquired in 
replacement will be far more costly to the operators and require the 
provision of additional capital. Earnings which may be adequate 
now may be wholly inadequate to induce operators to acquire the 
more expensive ships, particularly ahead of schedule. 

To illustrate this problem, appendix table 21 shows for the year 
1952 the relationship of the depreciation allowances on subsidized cargo 
ships to net income before depreciation allowance but including gross 
subsidy accruals and before taxes, compared with the depreciation 
allowance on replacements for those ships, based on the estimated cost 
of such ships. The allowance for depreciation in the subsidized cargo 
ships for the 13 “ope rators receiving subsidy amounted to $15,455,889 
in 1952, or 14.3 percent of profit before depreciation and taxes, but 
after gross subsidy accrual. This compares with an estimated allow- 
ance for depreciation on the ships required in replacement of these 
vessels of $55,950,250, or 51.9 percent of 1952 profit. Including 
passenger-carrying ships in this statement would further increase the 
percentage of replacement depreciation to profits. It is clear that 
operators of subsidized ships will have to produce substantially higher 
earnings in order to maintain their 1952 rate of profit and cover the 
depreciation charges of new vessel replacements. 

Under the anticipated circumstances of ship replacement and reli- 
ance on operating subsidy, curtailing the amount of such subsidy does 
not appear to be a solution to the problem. Reducing future operating 
subsidies would in most instances simply reduce the operators profita- 
bility. If earnings are reduced below that which would provide the 
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impetus for retention or investment of additional private capital, the 
ship-construction program required to keep a nucleus shipbuilding 
industry of adequate size active would not be forthcoming from con- 
struction for private account. Reducing the amount of subsidy by 
limiting the scope of service offers no solution because all ships cur- 
rently active are required for national defense. It is not likely ships 
now subsidized could operate long without subsidy under the United 
States flag. There is ever present the danger that American shipping 
capital will seek investment in foreign-flag ships. The 1936 act sub- 
sidy prov isions were designed to overcome this threat. 

There are two possibilities that offer some hope for reducing the 
amount of operating subsidy: First, to the extent that operating 
efficiency can be improved and reflected in earnings it may replace 
Government assistance; second, an increase in the utilization of ships’ 
carrying capacity, ps rtic ularly on inbound voyages, will produce higher 
earnings. The Government should encourage and insist that the 
shipping industry, including shipping r labor, employ every conceivable 
method of we ing efficiency. Consistent with other national objec- 
tives, the Government should take all steps to stimulate our foreign 
trade. 

¢ Possible alternative solutions The ability of the United States 
to achieve a merchant fleet required for the national defense and the 
development of its foreign and domestic commerce is dependent im 


large part upon the assistance and the protection ol the (,overnment 


made available to private industry. However, this assistance should 


be only as large as is needed to accomplish the desired results; con- 
stant attention should be given to wavs and means of reducing the 
recessarv aid to minimum levels 

Operating subsid pi nents have increased sharply n recent vears 
as already indicated. Mor ID, Oth accruals and payments are 
stimated at even higher levels This situation demands ireful 
scrutiny of operating costs, both tbsidized and nonsubsidized items 


No one group is responsible solely for solving the problem of high 


ship-opet rating costs. The problem co cerns not only the Government 
which is interested in the development and the maintenance of a 
national erchant fleet of adequate size and qualit at the lowest 
possible mala COSL, but also ship operators and tabor unions The 


economic system of the United States is founded upon individual 


initiative and individual enterprise and the responsibility for econom 
ical and efficient operation is thereby placed upon capital and labor. 
Government intervention and assistance are necessary because of the 
wide difference between foreign and domestic costs, but it must be 
maintained at a minimum level. Individual enterprise is basically 
responsible for the development of a sound, economical, and efficient 
merchant fleet. 

(1) Reduetion in operating costs: Several suggestions have been 
made which are designed to lower the operating-differential subsidy 
cost without impairing the size and quality of the subsidized fleet 
These are as follows: 

(a) Operators should place greater emphasis on policies and 
practices which would improve the efficiency and economy of 
their operations. In this connection the use of incentives and 
rewards should be carefully considered 
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(b) The Maritime Administration should place greater em- 
phasis upon its administration of section 606 (6) of the Merchant 
Marine Act, 1936, as amended which requires “the contractor 
[to] conduct his operations with respect to the vessel's services, 
routes, and lines covered by his contract in the most economical 
say. ef but with due regard to the wage conditions prescribed 
by the Commission as provided in title IIT.’ 

In this connection the Maritime Administration has recently formed 
a Subsidy Operations Survey Review Committee in which is cen- 
tralized the function of reviewing the results of operation studies made 
by field examiners and submitting appropriate recommendations. 

¢) Ship operators should be required to report in detail 

‘gular time intervals the measures they have adopted aes 
aah interval leading toward greater economy and efficiency and 
the results of those measures. ‘These measures should be made 
available to all subsidized operators 

d) Comparative ship operating wage and subsistence cost 
data of subsidized lines should be submitted to the various labor 
unions which should be requested to submit recommendations to 
the Maritime Administration leading to an improvement of 
efficiency and economy without impairment of take-home basic 
wages 

In addition to the above suggestions, both the subsidized operators 
and the Maritime Administration should cooperate in studies leading 
to improved vessel utilization. Such studies, of course, cannot be 
based strictly upon vessel capacity and traffic availabilitv, but must 
recognize the need for sailing schedules to meet competitive condi- 
tions and to provide adequate service. 

2) Possible subsidy limitations: The possibility of reducing the 
profit rate to which a subsidized operator is entitled before the Gov- 
ernment begins to recapture operating-differential subsidy payments 
also has been suggested. According to the act of 1936, if the net 
profit of the contractor on his subsidized vessels and services incident 
thereto at the end of a 10-year period during which an operating- 
differential subsidy bas been p: aud has averaged more than 10 percent 
per year upon the contractor’s capital investment necessarily em- 
ploved, the contractor shall repay the Government an amount equal 
to one-half of such profits in excess of 10 percent per annum as reim- 
bursement for operating-differential subsidy payments received by 
the contractor up to an amount equal to the amount of the operating 
subsidy payments during the 10-vear period. C onseque ntly, recap- 
ture does not now take place until the contractor’s profits exceed 10 
percent after taxes. The extent to which operators’ profits might 
be reduced without impairing their ability to meet their contractual 
obligations to the Government would require careful study. At any 
rate, their profits after subsidy should not exceed those being earned 
by industry generally. 

Another suggestion would limit the subsidy to the difference in 
labor cost between United States and foreign-flag vessel operations. 
In view of the difficulties in the determination of subsidy rates other 
than the rates established for labor cost, and the fact that labor costs 
alone account for approximately 83 percent of total subsidy payable 
(see appendix, table 20, for details of calculation and exact figure), 
this suggestion seems to have some merit, at least from the adminis- 








A REVIEW OF MARITIME SUBSIDY POLICY S85 


trative point of view. A savings of about 17 percent in subsidy 
payable would result and the work required for the calculation of 
numerous subsidy rates would be avoided. If, in addition, the num- 
ber of subsidizable voyages was limited to minimums specified in the 
operating-differential subsidy contract, an overall saving of about 23 
percent in subsidy payable is estimated. 

The last two suggestions are simply methods of reducing the rate 
of profit to subsidized operators after subsidy. Any such plans 
should be given careful study as to their possible effect on the amount 
of service provided and the ability of operators to replace their fleets 
in accordance with the national requirement. 

3. Tax benefits 

(a) Capital reserve fund —The American operator receiving operat- 

ing-differential subsidy aid is required to make certain deposits in a 
capital reserve fund. These deposits are (1) amounts equal to the 
depreciation (on a 20-vear life basis or longer period under certain 
circumstances) if earned on all ships receiving operating subsidy; 
(2) the proceeds of insurance and indemnities received on account of 
total loss of any ship receiving operating subsidy aid and the proceeds 
from the sele or other disposition of any such ship; (3) the percentage 
of anv net profits of the subsidized operations if the cumulative net 
profits are in excess of 10 percent per annum from the date of the 
operating subsidy contract that the Secretary of Commerce deter- 
mines is necessary for the purchase replacement or reconstruction of 
ships; and (4) interest earned on securities and cash balances in the 

capital reserve fund, aul on securities in the special reserve fund. 
The operator with the Board’s approval may make voluntary deposits 
in the capital reserve fund of any earnings otherwise available for 
distribution to stockholders. 

The operator, in addition to being in breach of his operating sub- 
sidy contract, would also lose the tax benefits on the moneys deposited, 
if the funds are used for any purpose other than the purchase of 
replacement ships, the reconstruction of ships, or additional ships to 
be used on an essential foreign trade route, or for the liquidation of 
the indebtedness covered notes secured by a mortgage on a subsidized 
ship. The Board may give the operator temporary permission to 
transfer from the capital reserve fund sums not needed to meet mort- 
gage obligations, to the operator’s general funds, if the operator’s gen- 
eral funds have become se riously depleted by reason of operating losses 
on ships receiving operating subsidy aid and the funds in the operator’s 
special reserve fund have “become exhausted. If such a transfer is 
permitted by the Board, the operator is required to repay such trans- 
ferred sums to the capital reserve fund as soon as the operator’s 
financial condition permits such repayment. 

Under the provisions of section 607 (h) of the 1936 act, the moneys 
deposited by the operator in the capital reserve fund were made 

“exempt from all taxes.” This statutory tax exemption has been 
modified by an agreement between the Treasury Department and 
the operators receiving operating subsidy aid, dated July 21, 1947. 
The extent of this modification will be discussed after consideration 
of the special reserve fund of a subsidized operator. 

(6) Special reserve fund.—The operator receiving an ope ‘rating- 
differential subsidy is required to deposit annually his profits (without 
regard to capital gains and losses) earned in the subsidized operations 
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in excess of 10 percent, after taxes, of the operator’s capite al nece ‘ssarily 
employed. The profits available for deposit in the special reserve 
fund would be reduced by the amount, if any, of his profits required 
to be de ‘posited in the capital 1 reserve fund. Interest earned on the 
cash balances in the special reserve fund are required to be deposited 
in that fund. The operator, with the Board’s approval, may make 
voluntary deposits in the special reserve fund of any earnings other- 
os available for distribution to stockholders. 

Under the authority of the 1936 act, the operator may make the 
following disbursements from the spec ial reserve fund: (1) reimburse- 
ment of the contractor’s general funds for losses aise in the 
operation of subsidized vessels and services; (2) payments due the 
United States for recapture of operating-differential subsidies, pro- 
vided that the fund is not reduced below 5 percent of capital necessarily 
employed; and (3) transfer, with the Board’s approval, to the 
operator’s capital reserve fund. 

The operator, with approval of the Board, after his recapture 
obligations are satisfied, may withdraw amounts from the special 
reserve fund and pay the amounts in his general funds provided that 
the special reserve fund cannot be reduced below 5 percent of his 
capital necessarily employed 

Pursuant to the provisions of section 607 (h) of the 1936 act. the 
earnings of a subsidized operato deposited in the special reserve 


fund, and in the capital reserve fund are exempted ‘from all Kederal 


t 


LixXxes 

During World War IT, operating subsidy payments were suspended 
By a closing agreement between the Trea sUry Department and the 
subsidized operators, dated July 21, 1947, the provisions of section 


607 (h as applicable to those operators, were modified by the following 


ment 


1) For the years 1943 to 1946, inclusive, when no subsidies 
vere being ‘ | leposit ] arninos ar avahloa 3 the ee 
wert eng paid, deposited earnin are taxable 1n the year 1n 
which eC; irned. 

2) Si ubseque nt to January 1, 1947, earnings from subsidized 


and nonsubsidized operations, as well as capital WaAmns, are treated, 


leposited im reserve funds, as ‘‘tax deferred.’’ The 


Lo the extent ¢ ‘| 


term ‘“‘tax deferment’ as used in the closing agreements means: 


that earnings deposited are not som in the year of aeposit, 
b) that such nontaxed earnings when used in the acquisition of 
vessels are not included in the tax basis of vessels either for purpose 
of tax depreciation or for determining gain or loss, and are not 
included in invested capital, and (¢c) that if amounts are with- 
drawn from the reserve funds and are paid into the contractor’s 
eeneral funds or distributed as dividends or bonuses, the earnings 
withdrawn are taxable as if earned in the year of such withdrawal. 
3) Earnings from both subsidized and nonsubsidized vessels 
through December 31, 1942, and capital gains on the disposal of 
vessels throuch December 31, 1946, to the extent deposited in 
the reserve funds, are treated as ‘“‘tax exempt.” 

This means that such earnings and gains are includible in the tax 
basis of the vessel acquired therewith and are included in invested 
capital. If such amounts are withdrawn from the reserve funds and 
paid into the contractor’s general funds or distributed as dividends or 
bonuses, the amounts so withdrawn are taxable in the vear of with- 
drawal. 
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(4) Interest and other amounts earned on balances in the re- 
serve funds have the same tax status as the funds on which they 
were earned. 

(5) Any balances in the reserve funds reverting to the operator 
on the termination of his last subsidy contract, whether con- 
sidered as “tax exempt”’ or “tax deferred,” are taxable in the 
year of termination of the contract. 

(¢) Construction reserve fund.—An American operator in foreign or 
domestic commerce of the United States is authorized under section 
511 of the 1936 act to establish a construction reserve fund. In the 
fund the operator may deposit (1) proceeds from the sale of ships; 
(2) indemnities for the loss of any ship; (3) earnings derived from the 
operation of ships documented under the laws of the United States, 
and services incident thereto; and (4) interest or other earnings upon 
amounts previously deposited, 

As to the deposit of proceeds from the sale of a ship, or proceeds 
from insurance of a lost ship, the operator may elect, in his Federal 
income tax returns to treat the gain on such sale or insurance recovery 
as not recognized, and gain will not be subject to the Federal capital- 
gains tax. The untaxed gain must be excluded from the cost of the 
ship acquired or improved by the deposited funds for the purpose of 
ship depreciation in later years so that the amount receiving relief 
from the eapital-gains tax will later be taxed at income and excess- 
profits-tax rates. As to the deposit of earnings derived from the 
operation of ships and service incidental thereto, and the interest or 
earnings upon amounts deposited, no tax benefits are afforded other 
than the exemptions from the provisions of section 102 of the Internal 
Revenue Code (relating to unreasonable accumulation of funds). 

In order to secure the tax benefits on the proceeds of the sale of 
ships or insurance on lost ships, the moneys so deposited must be used 
within a specified time for the acquisition of a new ship, in the recon- 
struction or reconditioning of a ship, or in the liquidation of the 
indebtedness covered by purchase money mortgage on a ship. 

If the moneys deposited in the construction fund are not used for 
the purpose listed above, within the prescribed time limit, or if they 
are withdrawn for other purposes, the amount of the untaxed gain is 
taxable as of the vear in which realized with interest computed from 
the date of non-compliance or withdrawal from the construction funds. 
Additionally, the Treasury Department may also reconsider the 
financial position of the taxpayer to determine whether there was an 
unreasonable accumulation of funds within the meaning of section 102 
of the Internal Revenue Code. 

(da) Voluntary deposits. Under the provisions of the Merchant 
Marine Act, 1936, as amended, an operator holding an operating- 
differential subsidy contract with the approval of the Maritime 
Administrator may make voluntary deposits in the capital or special 
reserve funds of any earnings otherwise available for distribution to 
stockholders. The Maritime Administration has adopted a policy 
covering the approval of such voluntary deposits. The policy is 
designed to authorize the accumulation of funds by an operator in 
anticipation of ship replacements which he will be required to make. 
Under the policy an annual review of shipbuilding costs, amount of 
construction subsidy and funds available for replacement is made. 
In estimating the funds available the following procedure is used. 
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To the current capital reserve fund balance is added: (1) deprecia- 
tion to be funded during the remaining life of the ship, plus, (2) esti- 
mated amount to be earned during the period on securities and the 
cash balance in the capital reserve fund, plus (3) 2.5 percent of the 
estimated reproduction cost of the ships presently owned, plus (4) the 
amount by which working capital in excess of a current ratio of 2 to 1 
plus the balance in the special reserve fund (minus subsidy recapture 
and the 5 percent statutory retention amount) exceeds an amount 
equal to the aggregate of the average single voyage expenses of 
operating and maintaining ships on a subsidized operator’s fleet. 

From this total there is deducted the outstanding mortgage indebt- 
edness on the operator's subsidized ships. Approval of a voluntary 
deposit is granted if it is found that 35 percent of the estimated 
replacement cost exceeds the funds determined to be available for 
replacement 

e) Aecelerated amortization.—Under the provision of section 124 
of the Internal Revenue Code (sec. 216 of the Revenue Act of 1950 : 
a certificate of necessity may be issued authorizing the holder thereof 
to depreciate over a period of 60 months that portion of the cost of 
facilities certified as essential in the interest of national defense. 

Certificates have been granted in connection with the proposed 
construction of 31 tankers, 28 ore carriers, and 7 other craft. The 
construction cost of these ships was estimated by those who applied 
for the certificates at $401,970,700. The certificates granted are for 
varving percentages of the total cost, and if 2il of the ships were con- 
structed and the owner used the amortization allowed under the 
certificates, the depreciation would amount to $223,445,920, or 
$181,007,136 in excess of the normal depreciation which normally 
would be allowed during the 60-month period. Construction has 
been e] the rec omple te Ta or bee non only 22 tankers and | small vessels 
Certificates have lapsed for "ance! of the other vessels 


j I sults of tar he ne fits program. The Treasury Depart nent in 
its supplemental report on the scope and effect of tax benefits pro- 
vided the maritime industry, estimated total savings of income and 
excess profits tax realized by subsidized operators for the period 


1938-51 at $155.6 million. 

There is no question that the tax benefits provided the subsidized 
operators has increased the ability of those operators to replace, im- 
prove, and expand their fleets 

A vrant total of $640 million has been de ‘posited in the capite al and 
special reserve funds, of which $388 million has been withdrawn for 
use in connection with the acquisition of ships. 

( Requi rements in the future It has been indie: ated else whe ‘re in 
this report that the subsidized operators within the next 10 years will 
have to replace a substantial part of their ships, and on the basis of 
present-day cost of replacements and estimates of fund availability it 
is doubtful thet all will have sufficient funds available for the purpose 
of replace nent 

The continuation of the tax benefit provisions of the 1936 ect is 
important because of their relationship to the ability of the subsidized 
operators to re place their present fleet as the ry become due for replace- 
ment. It is believed that the subsidized operators would be reluctant 
to replace any of their ships in advance if such benefits were removed. 


This, of course, would have a material effect on the 60-ships-a-year 


building program. 
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h) Possible extension of tax be nefil aid As indicated bv the Secre- 
tery of the Treasury in his report to the President, dated Merch 8, 1951 
(H. Doe. No. 213, 82d Cong., Ist sess 

“Section 511 is of dubious tax value at the present time, and very 
little use apparently is being made of it by shipping companies. Be- 
cause of the fact that the tax basis of the replacement vessel is re- 
duced by the capital gain realized, and depreciation allowance fer 
income-tax purposes is accordingly reduced, operators can more ad- 
vantageously pay the preferential capital-gains tax at current rates 
under section 117 of the Interns! Revenue Code end receive the full 
benefits of depreciation at the higher income and excess-profits tax 
rates.” 

It has been suggested that the nonsubsidized operators be authorized 
to deposit earnings from the operation of ships and services incident 
thereto in the construction reserve fund on a tax deferred basis 
During the next 5 or 6 years when only few of the ships in the present 
fleet are due for replacement there will be considerable difficulty in 
getting American shipping companies to invest funds in new vessels. 
Consideration should be given to authorizing deposits of earnings in 
construction reserve funds on a tax deferred basis. The amount of 
such deposits should be limited to the estimated cost to the operator 
of his shipbuilding program. Deposits to the full amount of the cost 
of new ships io the ¢ perator wot ll be authorized over the next 7% 
years. Provision should be made that in case the new ship is not 
constructed, taxes would be paid on the amounts deposited at the 
rates in effect at the time of deposit with interest on such taxes from 
the date of deposit. 

While the accelerated amortization provisions of section 124 (a 
of the Internal Revenue Code are available to Ameri an-ship operators 
they have not been too effective in encouraging the construction of 
vessels. The changes in the provisions of the tax law dealing with 
depreciation which have been suggested by the President and which 
are under consideration by the Congress, authorizing industr to 
take depreciation in excess of that presently 
the construction of a number of ships. However, consideration might 


allowed, should encourage 
well be given to providing a fixed rate for depreciation on all vessels 
of a certain speed and size, and in addition, allow the owner to take 
at his election an additional amount each vear on vessels which are 
constructed during the next 8 years. 

The above suggestions are presented as possible ways to encourage 
the shipping industry to invest private capital in new construction 
during the next 7 to 8 years when few vessels will reach the end of 
their economic life, but during the period when it is essential that w 
have a shipbuilding program if we are to maintain the shipbuilding 
mobilization nucleus required for national security. 


A Mortgage aid 

Mortea re aid, that is Government fir ancime of the cost of construc- 
tion of a ship, is authorized by the 1936 act. In ease the ship is built 
with construction subsidy aid the Government can finance 75 percent 
of the cost of the ship to the purchaser In case no construction sub- 
sidy is granted the act authorizes the Government to build a ship and 
sell it to an applicant at a price corresponding to its construction cost 
(less the cost of national-defense features). In case the ship is designed 
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to be of not less than 3,500 gross tons and to be capable of not less than 
14 knots the purchaser is required to pay not less than 12.5 percent of 
the sales price of the ship in cash; in the case of other ships not less 
than 25 percent of the sales pric e. 

The balance of the purchase price of the ship (whether construction 
subsidy aid is allowed or not) is secured by a preferred mortgage, and 
is payable in not more than 20 years with interest at 3.5 percent. 

Under the provisions of the 1936 act, the Government has financed 
the construction of 118 ships (constructed without construction 
subsidy aid), 71 tankers, 31 dry-cargo ships, and 16 lake ore carriers 
b Mortgage insurance aid 

In addition to the financing of the construction of vessels the Mari- 
time Administration under title XI of the Merchant Marine Act, 
1936, is authorized to grant mortgage insurance in financing the 
purchase of ships for use in the foreign and domestic commerce of the 
United States and ships for use in the fishing trades, on the Great 
Lakes, bays, sounds, harbors or inland lakes of the United States. 

An application for mortgage insurance aid may be made by a pro- 
posed mortgagee (a bank or other lending institution) and must be 
supported by an applicant-mortgagor and prospective operator of the 
ship. The Maritime Administration must find the proposed project 
to be economically sound in order to approve it. 

If the application is approved the Maritime Administration may 
insure 90 percent of the unpaid principal of loans and advances made 
to finance the construction, reconstruction or reconditioning of 
vessels 

The loan or mortgage insured may not exceed 75 percent of the cost, 
as estimated by the Administration, of construction or reconstruction 
and in no event exceed 75 percent of the amount which the Admin- 
istration estimates would be the value of the vessel when the construc- 
tion, reconstruction or reconditioning is completed. The period of the 
insured loan or mortgage is limited to 20 years. The annual interest 
charge may not exceed 5 percent (6 percent in special situations) and 
must be found to be substantially less than the going interest rates 
generally charged for uninsured ship-construction loans or ship 
mortgages of similar character and in the same area. The Administra- 
tion collects a premium for such insurance which must be not less than 
an amount equivalent to one-half of 1 percent per annum or more 
than 1 percent of the principal obligation of the mortgage or loan 
outstanding 

Since the enactment of the 1936 act, 12 contracts of mortgage 
insurance, covering financing in the amount of $5,902,000 have been 
entered into under the mortgage insurance provisions of the act. 

The mortgage insurance provisions of the act are designed to en- 
courage the use of private capital in the financing of ship construction. 
Since the enactment of the 1936 act, however, as indicated above, 
little use has been made of the mortgage insurance provisions of the 
act and by far the greater part of ship construction has been financed 
by the Government. 

Amendments to the mortgage-insurance provisions enacted in 1953 
were designed to remove certain of the shortcomings which then 
existed. First, the amendments extended the coverage of provisions 
to all vessels engaged in the foreign trade of the United States. Cov- 
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erage of vessels engaged in the foreign trade had previously been 
limited to those engaged in the nearby foreign trade. Seeond, in 
the event of a default in the payment of principal or interest the 
lender may now tender an assignment of the mortgage and other 
collateral and he will receive payment of the insured portion of the 
unpaid balance of the loan in cash. The lender previously was 
required to undertake foreclosure and as settlement to accept deben- 
tures in lieu of cash. Third, the 1953 amendments authorized insur- 
ance for short-term loans to finance ship construction during the 
period of their construction whereas before these amendments the 
Government could insure only a mortgage. 

The amendments, however, limited the amount of insurance to 90 
percent of the loan or mortgage, thus leaving the private lender with 
a 10 percent share of the risk. Prior to the amendment the Govern- 
ment could insure the entire amount of the mortgage which could not 
exceed 75 percent of the cost, and in no event more than 75 percent 
of the value of the vessel as estimated by the Administration. 

While insufficient time has elapsed since the passage of the 1953 
amendments to determine whether they will materially reduce Gov- 
ernment financing of vessels by encouraging private financing of ships, 
suggestions have ‘alre ady been advanced that changes should be made. 
These suggestions advanced so far recommend that the insurance 
covering the full amount of the loan be authorized and that the require- 
ment that the interest rate be found to be substantially less than the 
going interest rates be deleted. 

If Government financing requirements are to be materially reduced 
it is believed that the above changes should be made. In addition it 
is doubtful that an operator who could receive Government financing 
up to 87.5 percent in the case of certain vessels constructed without 
construction-subsidy aid would use private financing when only 75 
percent is available. Additionally, in the case of certain passenger 
vessels, the lability of the owner is limited to the vessel itself. It 
appears doubtful that private financing would be sought under which 
his liability would not be limited to the passenger ship itself. Legis- 
lative changes designed to meet the above points should be enacted. 
6. Trade-in allowances 

Under the provisions of section 510 of the 1936 act the Maritime 
Administration is authorized to aid citizens in the construction of 
new ships by accepting from such citizens as part payment of the 
cost of a new ship, ships of ~ less than 1,350 gross tons and 12 years 
of age (17 vears of age after June 30, 1958). The allowance granted 
on a ship traded in is the fair and reasonable value of the ship, as 
determined by the Administration. In arriving at the value the 
Administration shall consider: (1) The value of the vessel for operation 
in world trade; (2) the depreciation value based on 20-year life; and 
(3) the scrap value of the vessel. The trade-in price is not paid to 
the owner of the vessel but is applied as a credit upon the price of a 
new ship. 

Under this section, 134 vessels have been traded in on the construc- 
tion of 128 new ships; 26 old ships were traded in on the construction 
of 52 new dry-cargo ships; 72 old tankers against the construction of 
60 new tankers; and 36 old lakers against the construction of 16 new 


lakers. 
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lt is essential that a replacement program be immediately under- 
taken in an effort to (a) upgrade the present active fleet; (6) provide 
employment of a shipyard nucleus required for mobilization purposes; 
and (¢) if possible, upgrade the reserve fleet by placing in the reserve 
fleet, sfups of a type, such as tankers, which are not presently in the 
fleet oteps should be taken to induce the present owners of tankers 
to trade them in and construct new tankers 
l nated States cargo pre ference provisi ns 


The principal legislative assistance to American-flag shipping under 
the eneral heading of forelen aid and mutual defense provisions 


ar |) The act of 1904; (2) Public Resolution 17 (73 Cong.) ; and 
») the 50-50 cargo-preference provisions of foreign-aid legislation. 

a) Act of April 28, 1904.—This act provides that vessels of United 

States registry or vessels belonging to the United States shall be 


employed exclusively in the direct overseas support of the United 
States Military Establishment. Exceptions to this legislation may 
be made only in cases where the President finds that freight rates are 
excessive or unreasonable or suiiable vessels of American ownership 
or registry are not available. The legislative objective and justifica- 
tion for the act of 1904 is obvious. Direct military support of the 
United States Military Establishment in overseas areas should not 
be subject to the hazards which would naturally attend the use of 
foreign-flag vessels. Such vessels, under certain political and trade 
conditions, at the moment of greatest necessity, either might not be 
available to the United States for charter or purchase, or might be 
made available only under terms and conditions which would be 
entirely insatisfactory to the effective support of the Military Estab- 
lishment. Merchant shipping is a definite part of any military 
organization 

This law, which has been on the statute books for nearly 50 years, 
has operated satisfactorily and is consistent with the practice and 
policies of other nations which maintain extensive overseas military 
establishments Where suitable vessels of American registry are not 
available, vessels of foreign registry have been used to a minor extent. 
An example of this situation arose in the Korean war, when certain 
heavy-lift ships of foreign registry were chartered by the Military 
sea Transportation Service in the absence of suitable United States- 
flag vessels 

An idea of the magnitude of the military operation and of its 
unportance in providing a firm backlog for United States-flag shipping, 
whether on United States public vessels or United States-flag vessels 
under charter to the Military Sea Transportation Service, may be 
gathered from the following liftings by the Military Sea Transporta- 
tion Service, both inbound and outbound, for the calendar year 1952: 
Passengers, including troops, 2,579,969; dry-cargo (measurement tons) 
27,707,295; petroleum products (barrels), 125,610,030. 

b) Public Resolution 17.—-This resolution, approved by the 
President on March 26, 1934, states that the intent of the Congress 
in anv loans made by the Reconstruction Finance Corporation or 
other instrumentality of the Government is to foster the export of 
agricultural or other products and that provision shall be made that 
such products shall be carried exclusively in vessels of the United 
States unless the Shipping Board Bureau (Maritime Administration) 
after investigation shall certify to the lending agency that vessels of 
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the United States are not available in sufficient numbers, or in 
sufficient tonnage capacity, or on necessary sailing schedules, or at 


reasonable rates 

Under date of June 5, 1934, the Attorney General ruled that Public 
Resolution 17, while not obligatory, is a rule of guidance expressing 
the policy of the United States which should be followed by the 
lending agency when feasible, and that the lending ageney should 
obtain advice from the Shipping Board (Maritime Administration 
This Interpretation has been useful in providing for the sharing of 
traffic with foreign ships. 

Upon the termination of hostilities in 1945 there was some objection, 
both at home and abroad, to the app ication of Public Resolution 17 
on a 100 percent United States-flag basis to exports financed by loans 
to foreign countries then in prospect, when involving countries possess- 
ing merchant marines of their own. m was then agreed between the 
former Maritime Commission and th e Export-Import Bank that the 
Attorney General’s ruling oar: grounds whereby the Maritime 
Commission could recommend in the pi ublie interest the sharing of the 
traffic between vessels of the United States and of the recipient nation. 
This agreement became ae ae for reserving at least half of the 
trafic for United States vessels in line with the veneral intepretation 
of section 101 of the Merchant Marine Act of 1936, and for granting 
participation to vessels of the borrowing nation by administrative 
decision when deemed advisable 

At the present time, the Export-Import Bank of Washington is the 
principal agency whose loans for e ‘xports are involved in the application 
of Public Resolution 17. The sharing of traffic with foreign vessels is 
arranged under so-called waivers when (1) United States registered 
vessels are not available as provided in the resolution itself and au- 
thority is given to route traffic by vessels of the recipient nation or of 
other nations, and . it is not feasible to require total United States- 
flag carriage and it is deemed to be in the interest of the merchant 
marine to pet tnit participation of vessels of the recipient nation under 
so-called EF neral waivers. In this latter category, other flag vessels 
may also be authorized to participate when United States-flag or 
recipient-flag vessels are not available. 

Under existing world conditions, proper application and administra- 
tion of Public Resolution 17 will undoubtedly serve as a protection 
against an amelioration of the effects of foreign governmental or 
quasi-governmental control and routing of the imports from the 
United States which are financed by United States governmental 
agencies. This does not mean that the joint resolution should or will 
be administered arbitrarily or used as a weapon of economic aggres- 
sion. It is believed that the resolution is being administered in a 
manner which carries out the intent of the Congress that American 
steamship companies shall not be injured by the removal of cargo 
from the field of free competition as might be the case where the cargo 
is originated by loans asked by foreign government or quasi-govern- 
ment foreign agencies and which are financed by funds supplied by 
agencies of the United States Government. 

Discussions with the Export-Import Bank have indicated that the 
dollar disbursements by the bank during the 8 fiscal years ended 
June 30, 1953, amounted to some $4,150 million. It is further esti- 
mated that in general, the overall flag distribution of the traffic 
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generated by Export-Import Bank loans was approximately two- 
thirds to vessels of American registry and one-third to vessels of 
foreign registry. It must be realized, however, that foreign-flag ton- 
nage in the immediate postwar period was not available in adequate 
quantities and therefore United States-flag vessels probably received 
a higher share of the cargo then they would have carried if foreign- 
flag vessels had been available in adequate numbers. At the present 
time Public Resolution 17 assures vessels of United States registry of 
a substantially higher proportion of the cargo financed through Export- 
Import Bank loans than would be the case if such cargo were routed 
by the foreign governments and quasi-government agencies who are 
recipients of the loans. 

(c The 50-50 cargo pre fe rence provisions of fore ign-aid le gislation. 

(1) Diseretion: Aid cargoes, in the generally accepted meaning of the 
term, arise under the authority of the following legislation: (a) Eco- 
nomic Cooperation Act of 1948 and (6) the Mutual Defense Assistance 
Act of 1949. Section 111 (a) (2) of the 1948 act, as amended, states, 
in effect, that at least 50 percent of the gross tonnage of the cargo 
shipped from United States ports shall move in vessels of American 
registry. It further states that such commodities shall be assessed 
separately, as carried by the three classifications of oceangoing ton- 
nage—dry-cargo liners, bulk-cargo vessels, and tankers. On April 3, 
1949, this act was amended to state that United States-flag vessels 
shall be utilized to the extent of 50 percent “if available at market 
rate, for United States-flag vessels.””. The Mutual Defense Assistance 
Act of 1949 is administered under the same general provisions as 
those applicable to the Economic Cooperation Assistance Act of 1948, 
as amended. 

(2) Importance to United States shipping: The importance to the 
American merchant marine of these aid cargoes during the period 
1948 through 1952 is apparent from the following figures which present 
in millions of long tons shipments from United States to all destina- 
tions between April 2, 1948, and December 31, 1952, which were 
financed by the Foreign Operations Administration (formerly Mutual 
Security Agency and Economic Cooperation Agency): 


lotal Bulk cargo | Liner carg Tanker 
I al 74.2 46.0 22. £ 56 
United Sta fla 41.4 2. € 12.9 1.8 
Foreign-flag 32.8 19.4 7 3.8 


During the calendar years 1951 and 1952 the tonnage moved under 
the authority of the military defense aid program amounted to 
4,681,218 measurement tons of which approximately 70 percent, or 
about 3 million tons, were shipped in vessels of United States registry. 

(3) Appraisal of the policy: The United States policy of requiring 
the shipment in American vessels of at least 50 percent of particular 
noncommercial cargo movements is directed to shipments from the 
United States which have been paid for by the United States in the 
form of loans, grants, or other types of assistance. This cargo is not 
considered to be commercial cargo within the accepted meaning of that 
term. It is not considered a normal movement of cargo, but a move- 
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ment arising from abnormal economic and military conditions existing 
throughout the world. The 50-percent rule does not apply to ship- 
ments between foreign countries which are financed by United States 
aid programs. The movement of cargo not origins iting in the United 
States has constituted a very conside rable portion of the total pro- 
gram and the greater part of it has been carried by fore igon- flag vessels. 

It should be further pointed out that the policy of reserving not less 
than 50 percent of the aid cargoes, while important to United States- 
flag vessels in the postwar period, has little long-term significance. A 
basic purpose of the financial aid given foreign countries is to enable 
them to increase their productivity and thereby reduce their trade 
imbalance. Such an objective presupposes that the aid program will 
be temporary and will diminish as commercial cargoes are increased. 
There is reason to expect that a decreasing rather than an increasing 
part of the world’s commerce will be connected with United States 
Government financing. Furthermore, if overall worldwide commer- 
cial movements hold their own or increase, the statutory proportion of 
aid cargo reserved to United States-flag vessels will diminish. At 
present, the amount of United States foreign-aid cargoes has decreased 
to such an extent that many United States-flag vessels are now laid 
up or are in the process of being laid up. 

There has been criticism of the so-called 50-50 provisions of the 
Foreign Operations Administration and aiite ary defense aid program 
acts on the grounds that the cost of transportation would be less were 
the material furnished under the above programs handled entirely by 
foreign-flag recipients of the aid, to the extent that they were able to 
‘arry the cargo. As in all generalizations, this statement must receive 
serious qualification. Without going into detail, it may be pointed out 
that liner rates are generally determined by conferences in which 
foreign-flag operators are much more numerous than United States- 
flag operators and therefore traffic carried by vessels operated by all 
conference members are carried at rates which are the same regardless 
of their flag of registry. The above figures show that roughly 30 per- 
cent of the total United States dry-cargo traffic financed by the 
Foreign Operations Administration fell within the liner category. 
Insofar as tramps are concerned, it should be pointed out that there 
was a considerable period in the postwar era when the market rates 
for foreign-flag tramps exceeded or were equal to those charged by 
United States-flag tramps and to this extent there would have been 
no saving by shipping the traffic in foreign-flag vessels. Moreover, 
during a considerable portion of the post-World War II era foreign- 
flag vessels were not adequate to transport the traffie which was to 
be moved—a condition which existed as recently as 1951 and 1952 
when hundreds of United States-flag vessels were withdrawn from the 
reserve fleet. Had there been little or no United States-flag participa- 
tion, whether by privately owned United States-flag tramp vessels or 
vessels furnished by the United States Government from its reserve 
fleet, it follows that the freight offerings in relation to the relatively 
inflexible number of foreign-flag tramp vessels would have driven the 
rates demanded by the latter to very much higher levels. It appears 
then, that the various factors and circumstances which go to set ocean 
rates for tramp tonnage are both numerous and interlocking, and it 
is nearly impossible to state, with any degree of accuracy, what the 
rate situation would have been had certain factors been added 
eliminated in relation to what actually took place. 
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It should be stressed acain that the United States has eranted 


huge amounts of aid onlv because abnormal world conditions have 


raised problems which are not suse ptible of solution through norma! 


commercial processes. This aid is not intended to be of a permanent 

nAtul \ and is designed to be available only so long as world economic 
' } . . . 

and military conditions necessitate Accordingly, CATT VINES under 


the 50-50 « argo preference Provisions ¢ ontained in the various United 
States foreign-aid statutes will be reduced in the extent that normal 
ili ary conditions are restored 


world economic and n 


It should be further pointed out that our national poliev with 


! 
respec to transportation of a certain portion Of ald cargoes In Ameri- 
can flag vessels has a long, nonpartisan history of congressional 
support Accordingly, when Congress has enacted aid laws and made 


appropriations for their implementation, it has taken into considera- 


tion the existence of the so-called 50-50 cargo-preference provisions 
VI. Conciusions AND RECOMMENDATIONS 
4. CONCLUSIONS 


l Qui bys sic That onal maritime poli yo is sound Indeed, ts objec- 
tives are so fundamental to the national interest that their attainment 
should be given primary consideration at all times. 


2. Present world conditions 


require the development and imple- 
mentation of a program that will assure the fulfillment of our national 
maritime policy 
Kexperience in two world wars and the Korean conflict demon- 
strated that the United States must depend upon iis own merchant 
fle na shipb niding and repair industries for ocean transportation 
t+. National defense, on the basis of current planning, requires 
an active merchant fleet in peacetime of about the size of that in 
operation on December 31, 1952 
5. A review of present traffic available for United States-flag ships 
and of anticipated trends indicates that United States commercial 


1 
' 


needs probably will not require the emplovment of an active merchant 
fleet larger than that privately operated on December 31, 1952. 

6. A construction program of 60 oceangoing ships a year would 

maintain the American shipbuilding industry at sufficient strength 
to provide a nucleus of shipyard manpower capable of expansion to 
meet estimated mobilization requirements. This program over a 
period of vears would eliminate the block obsolescence problem, 
enhance the commercial and national defense strength of the active 
fleet, and improve the quality of the reserve fleet, provided that the 
better type active vessels were acquired by the Government for the 
reserve fleet on a trade-in basis. However, if annual deliveries of 
oceangoing ships drop below 30 ships per annum, shipyard employ- 
ment will drop below the 1953 levels and there will be a corresponding 
resultant deactivation of facilities. 
7. The critical period in the attainment of the required shipbuilding 
program is the next 10 years because very few vessels will reach retire- 
ment age in that period. Present aids are insufficient to induce 
private operators to replace a substantial number of ships in the next 
10 vears. 

8. The replacement of the ships in the active fleet as of December 31, 
1952, as they become 20 years old will be beyond the capacity of 
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existing United States shipyards and the financial resources of Amer- 
ican shipowners since about 80 percent of that fleet will be due for 
replacement within the 3-year period 1963 through 1965. 

9. Construction-differential subsidy aid will not of itself induce 
the construction of many new ships for operation in the foreign 
trade in the absence of a reasonable outlook for profitable operations. 

10. Unless American-flag vessels can be operated profitably many 

owners will seek to transfer them to foreien registry so as to take 
advantage of lower operating costs. , 
11. Operating costs, especially seagomne wave costs, are so much 
higher for United States-flag ships than for foreign-flag ships that it is 
becoming increasingly difficult for American ships, particularly those 
in the nonsubsidized fleet, to compete 1n foreign trade. ‘This problem 
has become more acute with the increase in foreign-flag competition 
and the reduction in the amount of cargo preference traffic. 

12. The parity concept is sound in principle and should be continued 
as the basis for the determination of operating and construction- 
differential subsidy. Efforts to overcome the difficulties inherent in 
its administration should be continued. 

13. The cost to the Government of providing operating subsidy to 
eligible merchant ships has increased. In the interest of maximum 
utilization and conservation of public funds, it is essential that all 
vessels receiving subsidy aid be operated as efficiently and economi- 
cally as possible. Management, labor, and Government must share 
the responsibility in achieving maximum efficiency in ship operation. 

14. Since World War II, tramp operators have received considerable 
assistance from cargo-preference legislation, but because this form of 
aid is declining some alternative form of assistance may be necessary 
to maintain in operation the number of tramp sbips required for na- 
tional defense. On the basis of experience, worl arket rates for 
tramp ships are not expected to be high enough t 
operating such vessels under the United States flag 

15. The cargo-prefert nee provisions of existing law should be con- 
tinued in effect as a part of our national maritime policy. 

16. Discriminatory practices on the part of certain foreign govern- 
ments materially affect the competitive position of the United States 
merchant ships operating in certain foreign trade areas. All reason- 
able measures should be taken to remove such discriminatory prae- 
tices. 

17. The reserve fleet is nearly adequate in numbers of dry -Cargo 
and passenger-carrving vessels but critically deficient in tankers. It 
consists largely of slow emergency-type ships of limited usefulness 
built during World War Il. The tanker shortage should be overcome 
and the reserve fleet upgraded with replaced vessels from the active 
fleet as soon as possible. Recent research and developmental pro- 


grams looking to improving the speed and cargo handling ability of 
slow emergency-tyvpe la d-up cargo ships should be accelerated. 

18. The essential trade route concept is sound and has contributed 
to the economic stability of the liner segment of our merchant fleet in 
the foreign trades. However, constant scrutiny of all trades should be 
given in order to assure that the granting of subsidy aid is in keeping 
with the traffic needs of each essential route. 

19. Only moderate improvement in the national-defense potential 
of the domestic fleet can be expected under present circumstances, 
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While bulk traffic continues to increase in the continental United 
States coastwise trades, the transportation of package freight and 
passengers has declined substantially from pre-World War II levels. 
So far no improvements have been instituted which show possibilities 
of revitalizing the package freight and passenger services. 


B. RECOMMENDATIONS 


] Re q ii7 ng legislative action 


a Appropriations for pending applications for construction-dif- 
ferential subsidy.—The Department of Commerce should request 
appropriations to cover the Government’s share of the cost of con- 
struction of ships for which construction-differential subsidy appli- 
eations are pending New ship construction should be financed 
priv: te ly to the cvreatest extent possible. However, if Government 
financing is required requested appropriations should exclude the 
purchaser’s downpayment 

b) Sale of Government ship mortgages.—The Department of Com- 
merce should request authorization to sell Government ship mortgages 
to provide funds for ship construction. The sale price for such 
mortgages should not be less than the mortgage indebtedness existing 
at the time of sale, and in addition such mortgages should be guar- 
anteed by the Government 

ec) Construction revolving fund.—The revolving fund authorized 
under section 206 of the Merchant Marine Act, 1936, as amended, 
should be made available for use in connection with ship construction, 
conversion, betterments, research and development. There should 
be authorized for deposit in this fund (1) appropriations for ship 
construction; (2) receipts from sale of ship mortgages; (3) interest 
and principal payments on ship mortgages owned by the Government; 
and (4) sale and charter receipts. Reports on the activities with 
respect to the source and application of such funds should be made 
periodically to Congress 

ad Procedure for the determination of construction subsidy The 
Department of Commerce should request legislation to facilitate the 
determination of construction-differential subsidy rates. Provisions 
required are: (1) The Board should be authorized to determine con- 
struction-differential subsidy rates for major types of vessels, 1. e 
cargo, combination, and tanker, to be effective for a certain period 
of time; (2) language in existing law that has given rise to controversy 
should be clarified; and (3) the Comptroller General should be required 
to audit the construction subsidy rate as determined by the Federal 
Maritime Board within a period of 30 days. 

( Accel rated de preciation jor new VESSE ls. The Department 
of Commerce should request legislation to provide that any vessel 
contracted for after July 1, 1954, and delivered prior to January 1, 
1962, may be depreciated on a 20 vear basis. In addition, the owner 
should be authorized to take additional depreciation on a sliding 
scale basis as follows: (1) An smount not to exceed 3 percent each 
year if the ship is delivered before January 1, 1962; and (2) if in 
connection With such construction a vessel of less than 20 years 
is traded in pursuant to section 510 of the act, an additional one- 
half of 1 percent per year depreciation should be allowed for each 
year the vessel is less than 20 years old. Such depreciation should 
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be used in the vear taken LO reduce the unpaid balance of any mortgace 
outstanding against the vessel and subsidized operators should be 
required to deposit such depreciation in their statutory reserve fund 

(f) Deposits in construction reserve fund.—The Department of 
Commerce should request legislation authorizing nonsubsidized opera- 
tors, including those in the domestic trades, during the period July 1, 
1954, to December 31, 1961, to deposit in a construction reserve fund 
earnings from shipping operations and services incident thereto on a 
tax-deferred basis. The amount of such deposits should be limited 
to their share of the estimated costs of ships to be contracted for and 
delivered during the period July 1, 1954, to January 1, 1962. Unless 
amounts so deposited are used to construct ships that are completed 
prior to December 31, 1964, they should be taxed as if rot deposited 
with interest on the tax to run from the date said tax would have been 
payable. Interest and earnings on amounts deposited in the fund 
should also be deposited in the fund. 

(q) Trade in-and-build tanker program.-The Department of Com- 
merce should urge enactment of legislation dealing with the trade-in- 
and-build tanker program similar to that sponsored by the Depart- 
ment during the first session of the 83d Congress. This legislation 
authorized the Maritime Administration to acquire tankers which are 
at least 10 vears old under the terms of section 510 of the Merchant 
Marine Act, 1936, as amended, for the purposes of creating a national 
defense reserve of tenker vessels and of encouraging the construction 
of modern tankers in United States shipyards. Under Section 510, 
the Government is authorized to acquire an old vessel and grant an 
allowance against the purchase price of a new vessel. Consideration 
should pe civen to the use of a statutory formula for establishing trade- 
in values in lieu of the present method of section 510 of the 1936 act. 

(h) Aid to tramps.—The Department of Commerce should request 
legislation authorizing the Secretary of Commerce upon certification 
of national defense necessity by the Secretary of Defense to grant 
operating subsidy aid on a basis not to exceed parity with foreign 
competitors to ships engaged in tramp operations Such aid should 
be subject to the development of an administratively feasible program 
and be cranted only if: (1) The operator replaces or agrees to replace 
existing tramp ships in a manner which will assist the achievement. of 
the construction program required for national defense; and (2) the 
other segments of the United States-flag fleet would not be adversely 
affected. 

(i) Mortgage insurance—title XI.—The Department of Commerce 
should request amendments to title XI (ship mortgage insurance of 
the Merchant Marine Act, 1936, as amended) as follows: 

(1) Authorize Government insurance on a private mortgage 
or loan of 87% percent of the cost of a ship in cases where the 
ship could qualify for a Government mortgage or loan of 87% 
percent. 

(2) Increase the amount of Government insurance from 90 
to 100 percent of the amount of the mortgage or loan 

(3) Remove provisions requiring that the interest rate be 
substantially less than uninsured mortgages 

(4) Authorize mortgage insurance for ship mortgages sold by 
the Government in accordance with recommendation (6) above 
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In addition, consideration should be given to limiting the operator's 
liabilitv to the Government in the event the Government is required 
to pay the private mortgages under an insured loan. 


ata . 
D2. Regu administrative action 


a) De élop) ent of sh ipbuil ling program and formal replace ment of 
vessel Present discussion with American shipowners with respect 
to the replacement of their ships should be intensified. The primary 
object of these discussions should be to bring about an orderly ship- 
building program, with emphesis on replacement during the next 10 





years. Operators receiving operating-differential subsidy aid should 
be encouraged to take positive steps to replace their ships in a manner 
which will tend Lo eli ninhate the block ob olescence problem In 


short, they should be required LO repli ce a& certain portion of their 
ships earlier than they would under nornal conditions so that their 


ntire fleets will not require replacement over a short period of time 


‘ 
Consideration should be given to requiring forward replacement of 
vessels in connection with the granting of new operating subsidy 
contracts, extension of existing contracts, extension of subsidy to a 
ship over 20 vears of age, voluntary deposits, or any other change in an 


operation differential subsidy contract 





b Resea ch and developn ent programs The Government should 
expand research and development programs looking to (1) increasing 
the efficiency of ships and related shoreside facilities; and (2) improv- 
ing defense capabilities of active and laidup ships. Such programs 


should be coordinated with other governmental agencies having 


similar or related interest as well as with any activities being carried 


on by private parties 

( Procedu €S for de Ler nat On Of Con fructio) sub idy rates, The 
. 5 , > ’ 
Federal Maritime Board should formulate procedures for the determi- 


nation of construction subsidy rates in cooperation with other Gov- 


I 
ernment agencies, the shipping and shipbuilding industries, and 
other interested parties. The Board shall hold a sufficient number 
of hearings to establish an adequate record upon which to base con- 
struction subsidy rates by classes of vessels and at such intervals as 
in the idgement of the Board ar requil “| Rates hay ine been once 
determined by the Board shall be audited by the Comptroller General 


within a 30-day maximum period. Immediately following, the rates 
as audited and the effective period for such rates shall be published in 
the Federal Registet 

) re ethe ent tse of shipb ard labo) Because the cost of Sea- 
going labor is respons ble for most of the operating-differential aid 
rranted to United States-flag vessels, the Maritime Administration 


should undertake a program to promote the most efficient use of 
shipboard labor. In addition to the investigations and studies that 


the Administration may make, it should require subsidized operators 
to study the problem as it relates to their individual operations, and 
to report periodically such corrective measures as have been adopted 
and their effectiveness. The Administration should also enlist the 
cooperation of nonsubsidized operators and labor unions to bring 
about increased efficiency of labor and reduction in labor costs. 

(¢ efi i ney co? trol by Varitime Administration.—-The Maritime 
Administration should intensify the administration of section 606 (06) 
of the Merchant Marine Act, 1936, as amended, which requires sub- 
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sidized operators to conduct their operations In the most economi al 
and efficient manner. 

f Reserve fleet utilization since the active commercial fleet 
fluctuates in size and composition while mobilization requirements 
for shipping remnam relatively constant, there should be maintained 
within the reserve fleet a sufficient number of ships in ready status 
to meet estimated deficiencies in the active ecomm«e rcial fleet, result- 
ing from early mobilization requirements. This group of ships 
should contain the better type of vessels possessing sufficient speed to 
meet early mobilization requirements. In addition, the other vessels 
in the reserve fleet should be maimtained in such condition as to 
enable them to meet phasé _ mobilization requirements 


y 


q Discrimination aff g U7 ited States-flaq vessels The problem 
of overcoming or minimizing the effeet of policies and practices of 
certain foreign countries which discriminate unjustly against non- 
national foreign-flag vessels, including those of United States registry, 
best can be approached on the hienie of continued use of diplom: itic 
channels and other measures now employed by the United States 
Department of State in cooperation with other agencies and depart- 


ments of the United States Government. 


h Basis and SCO pe of Government subsidies. Studies of the basis, 
scope, and coverage of direct and indirect subsidies should be con- 
tinued. In this connection, on April 16, 1954, shortly after the 
present study was completed, the President requested the Secretary of 
Commerce to include in subsequent studies a full consideration of the 
extent to which direet means can be utilized to maintain an adequate 


merehant marine 


i) Review of essential trade routes—The reviews of essential trade 
routes should be completed prio r to the award of any additional sub- 
sidv contracts or the modiiiecation of any existing contracts. Proce- 


dures for the collection and analy zing of data, and eriteria used for 
determining essentiality should be so established as to simplify the 


present criteria and permit the cot mpleti yn of the studies within 
reasonabli ” ‘riod of time. Tra ends and vessel utilization an 
performance of Unit dente tan wok eesne (lag ships by trade rouu 
commodity, type of service, and operator should be emphasized 

] Domestic shi pping pi hlem \ special study of the domestic 


] 


water carrier situation is being undertaken by the Department of 
(C‘ommerce and therefore no detailed st 1d of that seoment of the 
United States merchant marine has been included in this report. 
The ships employed in the domestic trade are most important to 
national defense since they are more likely to be available immediately 
in time of emergency than ships which engage primarily in the foreign 
trade. The deadweicht capacity of the drv-cargo fleet has decreased 
from 3,152,000 tons in 1939 to 1,697,000 tons in 1952 

The drv-cargo segment of the domestic fleet is in a serious condition. 
Among the possibilities for increasing the size of this portion of the 
domestic fleet are: (1 Improvement of cargo handling facilities: 


(2) development of specialized tvpes of earriers: (3) enactment of 
legislation authorizing the Interstate Commerce Commission to revoke 
operating certification in case of nonuse; and (4) repeal of those pro- 


visions of the Panama Canal Act which prevent certain groups from 
operating vessels in the coastwise trade 
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APPENDIX A 


CHARTS AND TABLES 


TOTAL NUMBER OF ACTIVE AND INACTIVE SHIPS 


U.S. FLAG MERCHANT FLEET - AS OF DECEMBER 3}, 1952 


NUMBER SHIF NUMBER OF SHIPS 


PRIVATELY OPERATED 


FOREIGN 


RESERVE 

FLEET 

R € 
i888 | | 
_ 40 

ACTIVE 

FLEET 

1574 








TOTAL FLEET © FREIGHTERS TANKERS COMBINATION 
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NUMBER OF PRIVATELY OWNED U.S. FLAG OCEAN- 


GOING FREIGHTERS EMPLOYED IN FOREIGN TRADE 
BY SUBSIDIZED AND NONSUBSIDIZED CARRIERS, AS OF DECEMBER 31, 1952 


NUMBER OF SHIPS 
500 492 


Y/, SUBSIDIZED 
NONSUBSIDIZED 


100 





roth on RANS SOU —t 
FOREIGN TRADE FOREIGN ATLANTIC  PAGIFIC AMERICA OTHER 


NUMBER OF PRIVATELY OWNED U.S. FLAG OCEAN- 
GOING COMBINATIONS EMPLOYED IN FOREIGN TRADE 


BY SUBSIDIZED AND NONSUBSIDIZED CARRIERS, AS OF DECEMBER 3i, 1952 


NUMBER OF St 
4 


fa NONSUBSIDIZED 


or a 







Y 


a | UH 
| Wd 
o—— 


TOTAL NEARBY TRANS TRANS SOUTH AROUND 
FOREIGN TRADE FOREIGN ATLANTIC PACIFIC AMERICA THE WORLD 
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NUMBER OF U.S. FLAG OCEANGOING 
MERCHANT TYPE SHIPS IN THE 


MARITIME ADMINISTRATION RESERVE FLEET 
AS OF DECEMBER 31, 1952 


TANKERS (2 


COMBINATION 
196 


LIBERTIES 1,432 


FREIGHTERS 
1,680 





TOTAL 1,888 


TOTAL TRAFFIC IN THE FOREIGN TRADE 
BY U.S. AND FOREIGN FLAG SHIPS, 1937-1938 AND 1948-1952 


M NS Of NG TONS MILLIONS OF LONG TON 
76 75 


LINER — NON-LINER 


| 
/ 
2s aa 
0 : ~ ' | tl 
1937 194 9 35 35 352 337 1938 
NS OF LONG TONS 


1948 1949 1950 195 952 


TANKER 





0 
1937 1938 1948 1949 1950 195! 1952 
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TOTAL EXPORTS IN THE FOREIGN TRADE 
BY U.S. AND FOREIGN FLAG SHIPS, 1937-1938 AND 1948-1952 


MILLIONS OF LONG TONS MILLIONS OF LONG TONS 
75 76 


| LINER a REIGN NON-LINER 
Ss 


Go ds Te oo io Wo 


hence — 


948 1949 1950 195 338 i948 1949 1950 35 








MILLIONS OF LONG TONS 
75 


TANKER 
50 
25 
0 —~\937 1938 1948 1949 1950 1951 1952 


TOTAL IMPORTS IN THE FOREIGN TRADE 


BY U.S. AND FOREIGN FLAG SHIPS, 1937-1938 AND 1948-1952 


MILLIONS OF LONG TONS 
75 
| 


| LINER = REIGN NON- LINER 
‘ 


ONS OF LONG TONS 


25 


owen | 


Jt | a _ ht 
1937 1938 Z| 1949 1950 7 _ 348 349 350 95 952 


58 
MILLIONS F LONG TONS 
75 
TANKER 
50 
[| 
i 
25 | 
0 


1937 1938 1948 1949 1950 195 952 








106 A REVIEW OF MARITIME SUBSIDY POLICY 


SIGNIFICANCE OF ECA/MSA PROGRAMS TO TOTAL 
DRY CARGO EXPORTS CARRIED BY U.S. FLAG SHIPS 


CALENDAR YEARS 1948-1952 


MILLIONS OF LONG TONS 
40 


TOTAL \ 
GARRYINGS ECA/MSA DRY CARGO 
Pa SHIPMENTS IN U.S. FLAG SHIPS 





OCEANGOING MERCHANT SHIPS CONSTRUCTED IN 
U.S. COASTAL SHIPYARDS, 1914-1956 


NUME 
90¢ 





TOTAL U.S. AND FOREIGN FLAG 
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SHIPBUILDING IN U.S. SHIPYARDS SINCE WORLD WAR I 
1000 GROSS TONS AND OVER, 1946 - 1956 


NUMBER OF SHIPS 
80 


60 





40 


7 U.S. AND FOREIGN 


° 
1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 


SHIPBUILDING EMPLOYMENT IN U.S. PRIVATE YARDS 


TOTAL DIRECT AND INDIRECT LABOR, 1923 -1955 


THOUSANDS OF WORKERS ol 
400 y . 76 ’ 


280 


ALL YARDS INCLUDING REPAIR—- 





CONSTRUCTION OF MERCHANT SHIPS 


i | ONLY IN MAJOR COASTAL YARDS 
o Bt al I 


1923 1925 1927 1929 ox 1933 1935 37 1939 1941 43 1945 947 1949 95 1953 1955 
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AGE OF PRIVATELY OPERATED ACTIVE FLEET 


BY TYPE OF SHIP- AS OF DECEMBER 3l, 1952 


Noof AGE NUMBER OF SHIF 
YEARS f © o- i 350 


FREIGHTERS TANKERS COMBINATION 








AGE OF PRIVATELY OPERATED ACTIVE FLEET 
BY ATCA OF EMPLOYMENT AS OF DECEMBER 3), 1952 


Noot AGE NUMBER OF SHIPS 
Ships YEARS O 5 10 150 200 250 300 350 


FOREIGN DOMESTIC 


i 
4 2 t TotolNo..804 + 493 © 1297 
| 
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PRIVATELY OPERATED FREIGHT & COMBINATION 
SHIPS OPERATING IN THE FOREIGN TRADE 


BY SUBSIDIZED AND NONSUBSIDIZED OPERATORS 


Noof AGE NUMBER OF SHIPS 
Shos YEARS O o« « r¢ x 125 50 TS 200 
{ 
L 
1 Tha 3 
2 1 @ SUBSIDIZED __NONSUBSIDIZED 
¥ 2 otal Mo 259 + 420 * 679 
0 3 
8 4 
19 5 


193 7 Wd UM LLL 








‘ 188 8 MMU 
120 3 
29 10 
24 il 
» 
18 12 
5 13 
° 14 
15 
° 16 
28 7a 
Over 


FLEET REPLACEMENT REQUIREMENT COMPARED 
WITH ANNUAL (60 SHIP) SHIPBUILDING PROGRAM 


NUMBER OF SHIPS 
350 "7 
















300 
250} 
200 | ] 
e | 
| 
| 
150 
| EXCESS OF REPLACEMENTS 
@ | 
DEFICIENCY 
100 } 
60 oi PER YEAR 
50} 
ol 











1955 aa 1957 958 1959 1960 196) (962 1963 1964 i965 966 1967 1968 1969 1970 


* YEAR OF REPLACEMENT BASED ON 20 YEAR LIFE 
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TABLE 2 Deadweight tonnage of ships available for United States o angour 
transportation requirements. by major tupes and owne hay O00 ss fons and 


over, as of De 1952 





1. Operatir Ce ; { s RN 
! otal foreign 2 638 i 214 19 2t4 ; 
Neart fc 1X2 } 44s 452 
oO eas fore HUE t ) 4, 92 4.8 9 
. For n to 7 
Dome tra ) 679 
Coast wise Nt t ~() my 
Inter¢ + o 2 { 1s { 
‘ neont ) f 9 } ; 
aK 5. Government operatior ) s 2, 84 2 : xY 14 
Maritime Administratio istody 
(tAA } ju 1,12 2 
Department of Defer ; l 539 $39 











Ove fore 268 2 
Foreign to fo 1 2 
Domestic trace 4 (OF 4 HOF i % 
i Coast wise 4 { 
: 2. U.S. Governmer yperatior Vt 14 i 
4 
Maritim« Administrat istot 
GAA 
‘ Department of De‘ense 13 V3 $32 132 
‘ ’ Privately owned (T¢ 
4 : 
B. Inactive vessels 2 21¢ } 1, 567 i ; 
Temporarily inactive 2l¢ 2I¢ 13 
Maritime Administration reserve fleet ) ) 1, 52 2 
1 Bareboat to and operated by private shipping t 
2 Excludes ships under A 2 
3 Excludes 11 ships being deactivated for return to fleet and 97 miscellaneous small, damaged, or specia 
purpose ships 
4 Owned by Panama Canal Company 
' Note.— Tonnage figures not additive; detailed figures rounded to nearest thousand 
: } ] 7 ir + in 
; Source: Ship Data Branch, Statistics and Special Studies Office, Maritime Administratio 
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mn ; , . 
I ABLE 6 Volume os United States oceanborne Joreign trade 193 3S and 1948-52 
In tl ands of tons of 2,240 | ids 

rrade, type of ship and service flag 1937 138 1948 49 v5 








fotal imports and expo 82,9 4, 597 4,52 118 67 2, 202 
Dry cargo 1,044 44,0 78, 278 8 2 134 19, 842 
Liner 36,026 29. 15 41, 990 19,09 $2 " 4 30) 43, 818 
United States 15,559 | 10,907 | 23,109 | 2 ; 1,948 | 23, 368 2 3 
Foreign 20, 467 18, 243 & 881 27,524 | 22,152 23, 162 22. 783 
Nonliner 8,018 | 14,92 6, 288 | 22 8 | 24,232 | 63,904 6, 024 
United States 73 59 {8 9 7 | 20. 858 RN 
Foreign 18, O18 14. 19 22 §29 yr 2 x { 4/ 44 t¢ 
Panker 28, Y2t 30), 52 6,243 41,47 t 6, 23¢ 62, 360 
‘ United States 6, 468 7, 809 | 23,497 | 2 84 | 27,412 | 25, 75 2 
Foreign 22,458 | 22,717 2, 74¢ 1, 289 24 30), 486 s 
otal imports sy s 29, 6138 57. 780 f 4 RY ‘ 84 3 4 
Dry cargo 2k, 783 20, 624 8). 352 ) 7 43 30, ORE }, 2939 
a 
Liner 8, 762 4 GS2 20, 2 2) 24, 04 24, (21 22. 82¢ 
United State x 88 77 74 2 OS 2 8x9 9 
Foreign 7 Ss $04 s 144 s 5 
Nonliner 02 6, 642 80S $s 2 t 
United State ; US 2, 302 2 ‘ 
Foreign 0, 02 6. ORY 6.8 j 2. O64 ; 
lranker 7. & ORY 9 {28 44 72 } 44 
United State 4 747 $818 | mm | 24 j o 99 336 { 
Foreign 628 1 7 t s 1), 2 22.7 ( 
Potal exports $3,812 | 44, 984 th, 74 is 2 ; 82, 27 71,472 
Drv cargo 95 2 2%, 44 yr j { 28, SUT 7 {8 
Line 264 8 | 9 # i 2 x } 
United States 7 » . ) s 474 
Foreign 189 84 0, 438 i 2 
Nonl r 707 & 279 9 } 4 1s S 
United States 77 0. 38 1 18 9 x t ) 
Fore n 107 s é ‘ ‘ ‘s “+ Ss 
y lanker Is | 2 37 RR 7 ATR 6. 4 3 HY 
United Stat 72 MY] 2 2 t 
2 Foreigi If), Sot is if { t : 4 4 7,717 a 





1 Dry cargo imported by industrial « include y ) Oo lea 
ings inbound, for available years, is as f 150. 6.909.00 ) S28 52. 8289.60 
estimated 

Source: 1937-38, U. S. Maritime ¢ yn: 1948-52. B su t ( [ \ ition 
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seas a, 


ly} 1 
> 
Cc 4 { ¢ ~ ‘ % 4 
CI-M 
( 
C2 & 
(4 
EK ¢ x 
Ve A] s q 
vi A | $ 2 ‘ 
Car n I x g 
Rl : 
M 
Z-ET 2 
T 9 
M isce 25. 4 
Comt 24 652. 4 ) 9 84.2 


Cl1-A and C1-1 84 1 62 18 18.4 
C1-8 2 22 
C2 ) ) 
C4 14¢ 83.4 4 2.2 
PI 12 12.8 8.8 2.1 
EC2 - 12.5 237. 2 43.2 43 
VC2-S-AP2 261 4 2.7 ) ~ 87.2 
VC2-S-AP 204. 9 14.2 
M iscellaneous 172 8 25. 7 24.4 21.3 
Source: Ship Data Branch, Statistics and Special Studies Office, Maritime Administrat 
TABI E 13. -Number of oceanqgoing merchant shins constructed tn Unite 1 States 
coastal sh pyards, 1914 96. by account 
United . United 
Year Total States E fis a Year otal States Foreign 
flag Hee flag flag 
1914 24 24 193 ) 9 
1915 23 2 2 | 1937 15 15 
1916 67 2 15 1938 19 19 
1917 120 8 3 1939 28 28 
1918 365 RE 1940 56 56 
1919 680 680 1941 104 92 12 
1920 450 438 12 |, 1942 727 669 58 
i921 138 116 22 1943 1, 697 1, 695 2 
1922 16 15 1 1944 1, 652 1, 643 W 
1y23 16 16 1945 1, 191 1, 186 5 
1924 16 lf 1946, 79 69 10 
1925 5 5 1947 am 21 17 
1926 7 7 1948 2 9 ll 
1927 12 12 L949 3 3 30 
1928 5 F 1950 24 5 19 
1929 8 & 1951 10 7 3 
1930 17 17 1952 16 11 5 
1931 13 13 1953 40) 29 ll 
1932. _. 16 16 1954 38 28 10 
1933 5 § 1955 3 - 
1934 6 6 1956 
1935 2 2 


NOTE.—1914-21, 2,000 gross tons and over; 1922-56, 1,000 gross tons and over 


Source: Office of Ship Construction, Maritime Administration. 
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i \ / hop 1.00 ” ler 
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] 4) ( D 29,2 J 2 1954 
29 ( I 4 Do 1 M J 18, 1954 
| 2 N De 18 M 14, 1954 
l 9, 25 A} 4 Lx 16, OO N 12, 1954 
,ETHLEHEM TEEL CO HIPBUILDING DIVISION, QUINCY, MASS 
Mar 40 ) I ker 8 100 | Mar. 26. 1954 
1) 13. 4K oO ) LD { 41 Ni 19. 1954 ® 
I 99,250 | O ) D ) Apr. 30,1954 
2 i l ) q 30, 19. 
9g, QAI ) 1954 Do 26, OOK D 15. 1954 
2Y, 2A 4 
BETHLEHEM PACIFIC COAS1 rEELCO HIPBUILDING DIVISION, SAN FRANCISCO, 
CALII 
M 11K Dec. 28 Mar 40) J 5 
41K { ) 41K Apr 54 
I 40 
INGALLS SHIPBUILDING CORP., PASCAGOULA, MISS 
1 $(4 I ) , Ay 16, 1954 
NEWPORT NEWS SHIPBUILDING & DRY DOCK CO., NEWPORT NEWS, VA 
M \ Lbanke i 1) | Mar. 26,1954 
DD a“ } 1954 
Tank } N ) Do s ) J O54 
1) | Do 8, OOM Ju 23, 1954 
Do 2 9 ( ) D sO) 7. 1954 
Do 26, 62 Do 38,000 | Der 3, 1954 
NEW YORK SHIPBUILDING CORP., CAMDEN, N. J 
Marin Mar 1) I 1954 
LD i Dec. 29,19 Do 13, 400 July 1, 1954 
D 13, 4X Mar. 10, 1954 
SUN SHIPBUILDING & DRYDOCK CO., CHESTER, PA. 
* 
Mari 1 O ) lank Bi), QHe Ju 31, 1954 
Do J { ID 2 ") J l 4 
Tanker ( 3 119 D 000) D ; 153 
Do 3 lu ) Do 29. 50K A 28, 1954 





PAaBLi 


t 
S. 
ma 





i 
no x 
ce2e uv 
7 








POI 


( 


‘ 





MARI 


W OF 


EVITI 


1S 


TABLI 


i Ls 
- -. = fx) 








126 4 REVIEW OF MARITIME SUBSIDY POLICY 


Pisg . } / co f / States 
; ) ( ntl 
np 
Pp 
‘ » Ss } s s 
14 
S i 
. 
Lt 
( R 
‘ { } 

( » . } ; 
I I 84 

( l ( 

I I ( 

rN - 
I | 
( 
t ‘ 4 
I ( 
s 





A REVIEW OF MARITIME SUBSIDY POLICY 127 


Ope 
L 





TABLE 


1 
Re 
i 








9 ee 
128 4 REVIEW OF MARITIME SUBSIDY POLICY 


s 
7 
. : 
, Z 
- 
fe od 
s 
‘ 
Lo s 
ee i z < 
+s x ‘ > = ; 
ee ‘ —" 
y 
7 
" x 
Z 
x “I f s 7 >: 
c RAZ 7 : 
< -+¢ 7 ms x 
SS ca “ . 
Iw—-F x A\f 
SR;5 
7 
: i 
g 
Z 
* 





4 REVIEW OF MARITIME SUBSIDY POLICY 129 


\ ws S 
I s 
97 68 g 
\ I ( SOS 5 
M ( " @ RHR 
1 ' \I ( ‘ 
New Y & \I 
( 48 
. s 
\ I 11 ‘ : 
f I I I 4 t t 4 + + + 
f nort I S 
( I ‘ f 152 
ted St I 
Passe 
( ) » : - 
I ] 21.8 9 8 . 8 


TABLE 21 Effect of subsid jo shij lace bsidized operator 


: ’ { 
Lyk B ( 
I 2 
M ’ ( s 
M Met 8 
New Y & ( 
eal ( - 
Phe Oe ( 
I fic A I 








130 4 REVIEW OF MARITIME SUBSIDY POLICY 


| C3 I s \ ( | \ SHIP N UCTION 
l i i ‘ ! ra 4 g 
! ‘ | ed pial il ( 
I ’ Che ul t { 1 f ( p 
{ dera ict Da 
i t ! val a 
prelit | ur ( ed bv ( 
a c ( yperator, fina ) cle! es a 
i i necif | \ ! i 
1 rma p to ¢ r | ur i 1 Da ul a er ) 
\ ) i i r ( ( 





] ) r ( ad 1 Depa ( he accel 
i i ( red ne ( { pl 1 re ( tio! I 
e | \Ia e Be LA ! yplica ly approved 
ul eq ul ropr ( I ( ech approy 1 
\t i ( lerabl | ( red since a ipplicatior 
Lpy ‘ r Ie ( ) ed i bic il Mar ( \al l= 
1 re eS 1 r tar ! il 
i ! | ( r ea eal ve | oped 
i ‘ ) idivanc \ il | ( ‘ for tl ceeeding vear 
DY sur f dut \ eir clear- 
\iar , \ tra ) ) t (‘oo r LiLV 
! eral we | ereto i ifter ¢ gress 1 es 
ena ‘ nal . 1 ) 1dmit 
. ' ‘ lp f tha ¢ 1 ffere ibsidy 
r ‘ \I \la \ f 1936 \ 1 pre t ( ri wWpyli- 
( i j bye hi 
\1 \ bas } } 
i i ( 
’ } ' 
) | ‘ 4p ( 
( ‘ , LID? iD! 
; i i { 1 
ropria s 
, f " { ed tor t+ } 
‘ 1 te 1 thy 14 ( 1 ( ( ( 
‘ t ‘ t ( I i I 7) 
, I | l t ) l O71 nu! 
A 1 ae ict to it fetailed t etl lar 1 ¢ 
i ( ( tTo.a ( i ) 
ler co lera ind t he 
( ( t i ita 
f { 
/ é 
I I ( ret G& te 12 months 
| ( eat t , O17 
1 s 
i ( ' 
i h ) Z miti Or Cr. 
l te 
( \ ecure t i ! ul 
yeed 1 7 onths 
; 1S montl to 3 vear 
| + ( a ’ tty ? if ears 
i. { 
i \ i 7 1 C,Oover { nancial pport 1 
Amer Hawaiian Steamship ¢ who! utly filed 
' . , of thr , iilt ( 3 { ibination ore and 
\ t ’ t t } 
i \\ ‘ppil et tft requir ie t ) co ruc mn 





A REVIEW OF MARITIME SUBSIDY POLICY 131 








subsidy under the act, the Administration did not request a tal appro- 
priation from Congress AS a resuit, the cony was awarded to a 
Japanese shipyard. In 1949, the Mississippi Shipping Co. made 
subsidy aid in constructing one cargo-passenger ship. Mississipt 
expresst 1a desire to construct this ship, but no Government aid has be 
Applications requesting assistance in tf construction of tankers hav 
for which appropriations were unavailable 

Availability of construction subsidy funds is essential to maintain some order- 
liness in the ship replacement program, as well as permit possil fleet expansions 
Opportunities to acquire long-term charters for new tonnage mav be forfeited due 
to delay in obtaining Government assistance. Such delavs may prevent pro- 
spective shipowners from obtaining lower bids during an ebb period in the ship- 
building industry. Congress limits the Maritime Administration construction 
authority to specifically authorized and named vessels. A revolving construction 
subsidy fund as authorized by section 206 of the Merchant Marine Act, 1936, as 


amended, or at least a revolving fund to encourage and permit ship construction 


under special conditions, would aid greatly in reducing the delays detailed above. 
APPENDIX C 


(GLOSSARY OF SHIPPING TERMS 








Sulk cargo: Grain, coal, and other commodities shipped loose without packaging 
and without mark or count 

Cergo: Goods or merchandise in process of transport by ship. 

Chartered vessel: A vessel which is hired either for a given vovage or fora period 
of time. 

Coast wise By wav of, or alon tion by water. Ocean- 
going coastwise trades include transportation alot ie Atlantic coast or the 
gulf coast or the Pacifie coast or between the Atlantie and the gulf coasts. 

Combination-tvpe ship: A ship carrying more than 12 passengers and which 
transports a large quantity of cargo 

Common carrier: A carrier which accepts merchandise for transportation from 


hipper for compensation on an impartial basis. A liner-type 


the coasts In transport 











anv and every s 
operation, 
Conference rates: Rates established by shipping conferences. See Shipping 
conterence. ) 
Deadweight ton: The carrying capacity of a ship in tons of 2,240 pounds. 
Deadweight tonnage: The number of tons (2,240 pounds) of ear stores, and 
bunker fuel that a vessel can carry. It is the difference between the number of 
tons of water a vessel displaces when light and the number of tons it displaces 
when loaded to its ‘‘de ep load line marks.”’ Deadweight tonnage is used inter- 
changeably with deadweight carrying capacity. A ship’s capacity for weight 
cergo is less than its total deadweight tonnage 
Domestic commerce of the United States: Commerce between continental United 
States ports and between the United States and its possessions which is reserved 
to vessels built, owned, and operated by citizens of the United States. 
Dry-cargo freighter: A vessel designed mainly to carry cargo other than liquids 
in bulk. It may not have accommodations for more than 12 passengers. 
Drydock: Facility used for the construction, repair, and cleaning of ships. 
Effective United States control: Ships owned by United States citizens and 
registered under the laws of ama, Honduras, Venezuela, and Liberia are 
considered to be available to the United States in the event of national emer- 











gency. 

General cargo: Miscellaneous good 

Gross tonnage (vessels): Applies to vessels 
determined by dividing by 100 the contents, in cubic feet, of the vessel closed-in 
spaces. It is a measurement unit in terms of 100 cubic feet 

Industrial carrier. (See Private carrier. 

Intercoastal: Between any two coasts of the continental United States through 
the Panama Canal. 

Fringe item: Any labor cost borne by an employer other than basic wage ps 
ments. Includes payments for overtime, social security, family allowances, 
health payments, etc. 

Knot: A unit of speed and not of distance The speed of a ship is expressed in 
knots, but the distance covered is expressed in nautical miles (6,080.27 feet 

Liner: A vessel engaged principally in the transportation of miscellaneous package 
and piece goods, although it carries some bulk cargo. It provides a common 


Ss or mere] 
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4 f ! regular lule and f . definite rou lr} 
relat the type of service provided by a ship and not the physica 
| ysl ma A person emy ved about the wharve 1 port to load and 
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el | ( Y 
HK ry Ol sé ‘ 
‘ | ods to tr Or 
~ } } ~ ect ( | » thre f disp i 0 
~ ( \ ta I hip operators cooperating for 
( I f regula ompetition on a particular trade route or routes 
Shipway: The space in a shipyard where a foundation for launching ways and 
keel | exists and which is occupied \ ip While under construction 
Stevedore \ person having charge of the loading and unloading of ships 
Tanker: A p built to carry liquids in bulk, especially petroleum 
Time charter: A basie shipping document embodying the contract or agreement 
between the party hiring a vessel and the owner or agent letting said vessel 
Such an agreement places the vessel in the possession of the charterer. As a 
rule, the charterer pays the owner an agreed rate per deadweight ton per 
m th for the use of a carzo-ty pe vessel and to furnish the fuel and pay all 
expenses incurred at ports, except crew and provision expense 
Tramp ship: A ship distinguished more by its type of service than by its structural 
characteristics. It is engaged principally in moving bulk commodities which 
move in vessel lots It does not operate on a p iblished schedule or over a 


definite route, but accepts that cargo on a contract carrier basis which is most 
remunerative 

Weight cargo: Cargo on which the transportation charge is assessed on the basis 
of weight 








